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THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


ANNUAL MEETING 


The Thirty-fifth Annual Meeting of The Dominion 
Association of Chartered Accountants will be held in Van- 
couver, British Columbia, on Wednesday and Thursday, 
August 18th and 19th, 1937, for the reception of reports, 
presentation of technical papers, election of officers, and 
for such other business as may be brought before the meet- 
ing. 


The meetings of the Council will be held on the after- 
noon of Monday, August 16th, and during Tuesday, August 
17th, and again at the close of the last general session of 
the Annual Meeting. 


GEORGE E. WINTER, 
President. 
Vancouver, B.C., 15th June, 1937. 








THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


Tentative Programme of the Proceedings for the 
ANNUAL MEETING OF 1937 


to be held in Vancouver 













Monday, August 16th 
9.30 am. Meeting of Executive Committee of the Dominion As- 
sociation 
2.30 p.m. Meeting of Council of Dominion Association 


Tuesday, August 17th | 
9.30 a.m. Meeting of Council (continued) 
1.00 p.m. President’s luncheon to Council members | 
2.30 p.m. Meeting of Council (continued) 
8.00 p.m. Committees of Council 
8.00 p.m. Registration 
9.00 p.m. Informal reception to visiting members and ladies at. 
the Georgia Hotel 


Wednesday, August 18th 

8.30 a.m. Registration 

9.30 am. First general session 
Addresses of Welcome 
Address of the President 
Reports of Constituent Societies 
Report of Council . 
Reports of Committees 
General discussion 

12.00 noon Adjournment 

12.00 noon Photograph 

2.30 p.m. Golf Match—Dominion vs. British Columbia Institute 
for Challenge Cup 

2.30 p.m. Bridge and afternoon tea for ladies 

9.30 p.m. Supper dance as guests of The Institute of Chartered 
Accountants of British Columbia 


Thursday, August 19th 
9.30 a.m. Second general session 
Reports of Committees (continued) 
Paper to be read by Mr. Kris A. Mapp of Toronto. 
Subject: “Educating our Students—What is our 
Responsibility?” 
General discussion 
1.00 p.m. Luncheon for members and ladies as guests of the 
Institute of Chartered Accountants of British Col- | 













































umbia 
2.30 p.m. Third general session 
Paper to be read by Mr. E. H. Wagner of the 
American Institute of Accountants. Subject: 
“Problems of the Profession in the United States.” 
Paper to be read by Mr. Wm. Aitken of Winnipeg. 
Subject: “Export Grain Accounts.” 
Final meeting of Council 
2.30 p.m. Entertainment for ladies—particulars to be announced 
later 
7.30 p.m. Annual banquet of the Dominion Association of Char- 
tered Accountants. Address. 
On Friday the members and their ladies will sail for Victoria 
where they will be the guests for the day of the members living in 
Victoria. 
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The Dominion Association of Chartered Accountants 


President 





GEORGE E. WINTER, F.C.A. 


Vancouver 


Mr. Winter, as President of The Dominion Association of Char- 
tered Accountants, will preside at the Sessions of the Annual Meeting 
to be held in Vancouver, August 16th to 19th. 
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During the annual meeting one afternoon is given over to golf. 
Vancouver has many beautiful courses, and the above photograph is | 
a glimpse of the course of the Shaughnessy Heights Golf Club. 








A view of Howe Sound from Whytecliffe, near Vancouver—one of 
the points of interest on the afternoon drive planned for the annual 
meeting. 
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EDITORIALS 


Editorial Comment 


The attention of members of the profession is 
The Annual drawn to the publication in this issue of the 
Meeting official notice of the thirty-fifth annual meet- 

ing of The Dominion Association of Chartered 
Accountants and of the programme which has many features 
of educational and professional interest. Since the meeting 
is held during the usual period of vacation, members have 
the opportunity not only of being present in Vancouver for 
the convention but also of enjoying a holiday in our most 
westerly province whose wealth of natural beauty cannot be 
surpassed by that of any other part of the world. 

May we at this time impress upon our members the 
importance to them personally and to the profession gen- 
erally of attending this national convention for the discus- 
sion of problems which concern not only ourselves but 
the public as well? The significance of this assembling 
of members together periodically is being stressed at meet- 
ings of other national associations of accountants and of 
law societies, and we note with interest that at the last 
annual meeting of the American Institute of Accountants 
the President, in adapting to our profession some recent 
remarks of Mr. Justice Ransom, President of the Amer- 
ican Bar Association, made the observation that while ac- 
countants have been great individualists who surrender their 
opinions and true freedom of action to no one, the individual 
accountant is beginning more and more to realize that 
alone he cannot do much to change or correct the conditions 
which beset the profession. The importance of that obser- 
vation should be manifest. It means that chartered ac- 
countants must think and act together through their 
provincial societies and through their national organization 
if they wish to attain the worthy aims of the profession 
and to accomplish effective and substantial results. Here 
indeed is a challenge which must be met or declined; the 
answer will determine the consequences. 


In examining the principles of our profession 
Principles of there are some that are all-important and, 
Organization referring again to the address of the Presi- 
dent of the American Institute, we give four 
which he considered as controlling and decisive and which, 
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we believe, will likewise be acknowledged by our members 
throughout the Dominion as of greatest significance. 

First—Accountants and the accountancy profession exist 
as a means of public service; the distinction which separates 
a profession from a mere means of livelihood is that the pro- 
fession is accountable to standards of the public interest, 
and beyond the compensation paid by clients. 

Second—The organization of accountants into responsible 
professional groups is particularly charged with a sense 
of fealty to public rather than to private or purely profes- 
sional interests; and the form and extent of an accountants’ 
organization should be considerably determined by its suit- 
ability and readiness to promote the public welfare. 

Third—There are many matters regarding which the 
public is entitled to the advice and judgment and public- 
spirited leadership of the accountants—not of a few, not 
of a selected minority, but of a substantial majority or 
of the whole profession; and it follows that the organization 
and leadership should be such as to give to the public the 
benefit of the disinterested counsel and advice of the rank 
and file of the profession, rather than of any minority, how- 
ever wise and patriotic that minority may be. 

Fourth—In view of that need for public-spirited ma- 
jority leadership, it is clear that the organized profession 
should be self-governing and independent, should be fully 
representative of the profession, should be kept free from 
any manner of political or factional control and free from 
intimidation by government or by special interests, and 
should at all times seek to serve the public interest as to 
matters within its province. Better no national organization 
at all than one which is intimidated or controlled by partisan 
politics, is subservient to clients, or is lacking in the courage 
to fulfil its independent public functions. 

Whether or not the principles of the pro- 
Maintenance of fession in Canada are to be maintained 
The Principles must depend on the leadership of our pro- 

vincial Institutes and our Dominion Asso- 
ciation, and on the active support of the body of members. 
That up to the present there has been right leadership 
there is no question. The provincial and Dominion councils 
have evinced a genuine interest in the proper conduct of 
affairs under their control and have thus proved worthy 
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EDITORIALS 


of the confidence placed in them. What impressed our Do- 
minion President, Mr. George E. Winter, F.C.A., perhaps 
more than anything else during his visit to several of the 
Institutes last May was the profound seriousness with which 
they regard their responsibility towards the students under 
their care. They are convinced that such responsibility does 
not involve merely the setting and marking of annual ex- 
amination papers; it must go far beyond that — to the 
striving after one of the chief objectives of the profession, 
namely, the protection of the public by requiring for admis- 
sion to membership adequate educational attainments and 
high ethical standards. Provincial councils are regarding 
it as one of the serious duties of their office to see that those 
who are admitted annually are thus equipped to assume 
the responsibilities of the profession. To use the builder’s 
term, they believe this to be the coping-stone of the pro- 
fessional arch; they are convinced that only by the main- 
tenance of high standards can the maintenance of the prin- 
ciples on which our profession is founded be assured. 

Every member has a contribution to make to this 
worthy end. May we again impress upon all the importance 
of attending meetings of the professional bodies, provincial 
and Dominion, where constructive suggestions may be of- 
fered and where as a body we can envisage what the future 
of our profession shall be? 


The Editorial Committee is pleased to in- 
Terminology  troduce this month a new department to be 
Department conducted by the Committee on Accounting 

Terminology under the capable chairman- 
ship of Mr. John Parton, F.C.A., of Winnipeg. 

The lack of uniformity in the terminology of account- 
ancy is so evident in the everyday speech and writing of 
the profession and in the provisions of the public statutes 
of Canada that The Dominion Association of Chartered 
Accountants at a recent annual meeting appointed a com- 
mittee on terminology to give direction towards a better 
understanding and use of accounting terms. The committee 
has been making some preliminary studies and will be pub- 
lishing from time to time its observations and suggestions 
in THE CANADIAN CHARTERED ACCOUNTANT. 
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It will be noted that such definitions as may be offered 
herein are not given with the thought that they are to be 
final and conclusive, but are put forward in an attempt to 
clarify some of the accounting terms in common use and in 
an endeavour to encourage criticism of a constructive kind. 
Our English language, as everyone realizes, is such that a 
precise definition of a term is not always possible; and for 
illustrations one needs only to refer to two words in that 
Book which is so familiar to everyone. “What is truth?” 
asked Pilate; and nineteen centuries afterwards the fullness 
of its meaning has not yet been expressed. In his first 
epistle to the Corinthians Saint Paul unable to define 
“charity” indicated instead the countless manifestations of 
its power and influence. Coming to more recent writings we 
find that Lord Bacon in the sixteenth century, though de- 
voting essays to Truth, Revenge, Adversity and Friendship, 
did not define these concepts, but could only indicate their 
presence and their influences. And yet who could read the 
thirteenth chapter of that epistle to the Corinthians and 
Bacon’s essays without receiving a more intimate under- 
standing of the subjects of these discourses ? 

Illustrations of the need of a better under- 
A Court Case standing and use of accounting terms come 
On Terminology to members of the profession almost daily, 

and it was with considerable interest that 
we read the report of a recent decision of the court of ap- 
peal in England in an action brought by one Diamantidi 
against Grosvenor Securities, Limited, and The Guild Hall 
Trust, Limited, which had to do with the use of an account- 
ing term. It is also of interest to note that the court did 
not require for the term an exact definition. 

The plaintiff in this case entered into an agreement with 
the defendant first named for the sale by him of certain 
shares in another company. The agreement, as amended, 
provided for payment of a substantial deposit subject to 
the purchasers’ accountant being satisfied that the financial 
position of the company, whose shares were to be sold, was 
solvent and such as had been represented to the purchasers 
by the vendor as to income and expenditure as set out in 
schedules attached to the agreement. The accountant mis- 
understood his instructions and made a report on the con- 
dition of the company whose shares were being sold, de- 
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signed to assist the purchasers in determining whether the 
purchase was advantageous. When the accountant’s report 
was received, a director of the purchasers telephoned him 
and read to him the clause in the agreement. The account- 
ant thereupon wrote that he was not satisfied that the com- 
pany was solvent although his report plainly indicated that 
the company was well able to pay its debts as they became 
due. 

On examination of the accountant at the trial it became 
apparent that he misunderstood what was meant by “sol- 
vency” and thought that he was to give a report about 
“solvency” in the event of the liquidation of the company. 
The trial judge gave judgment for the plaintiff and directed 
payment of the deposit, being satisfied that the company 
was solvent within the ordinary meaning of the term and 
that this was the real finding of the accountant. The court 
of appeal allowed the appeal and dismissed the action. Lord 
Justice Slesser condemned in very strong terms the calling 
of the accountant as a witness and the examination to which 
he was subjected in an effort to find the basis upon which 
his opinion had been given. He referred to the provision 
in the agreement and stated that the language was not to 
be extended in any way. The agreement provided that it 
was to be subject to the accountant being satisfied that 
the financial position of the company was solvent. There 
could be no inquiry as to what the accountant thought the 
expression “solvent” meant or as to the nature and scope 
of the investigation or the condition of affairs revealed by 
such examination. The counsel for the defendants were not 
only criticized for having submitted to this examination of 
the accountant but were penalized by being denied costs of 
the trial and of the appeal. The court, it may be added, 
found authority for its decision in previous cases concerning 
architects. 


The Editorial Committee is announcing in 
The 1937 Essay this and next month’s issue particulars 
Contest concerning this year’s essay competition, 

and is looking forward with anticipation to 
a response that will exceed even that of last year. All mem- 
bers graduating since lst January 1932 are invited to par- 
ticipate in the contest. 
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THE ACCOUNTANT AND INDUSTRIAL AND PUBLIC 
RELATIONS 


By J. E. Brower, Chartered Accountant 
Toronto 


ee developments in the “capital-labour” situation 
suggest another field in which the trained accountant 
may be of service, that is in looking at the “human side of 
accounts” and in interpreting the effects of conditions re- 
flected by figures rather than in merely stating financial 
conditions and items of profit and loss. For the purpose of 
this discussion the accountant is considered as one with 
varied experience in the accounts and audits of the larger 
corporations and with some knowledge of costs. It may 
seem that too much emphasis is placed on “larger” cor- 
porations, since in numbers they are in the minority, but 
their importance in relation to all business is evident. The 
pamphlet Two Risks Your Business Carries* lists a “busi- 
ness population” of 2,310,555 concerns (year not stated) 
with a distribution along the following lines: 


eT Ce Tere 258,050 

PUNO METVIES 6.5 0 bk cc veccnes 40,321 298,371 
i I nk wh wa nae exed ox 117,194 

TE Par eee eee 1,313,609 1,430,803 
IR SE ah ee a wah « 31,330 

Other financial institutions .... 13,331 44,661 
i oe ce Shae OSA NS 2,675 

i ie Ae al a gre 90,212 92,887 
Sp ee eee 30,815 
6. All other (including professions) 413,018 


2,310,555 

In pointing out certain relationships, it will be necessary 

to include events and conditions in the United States as 
well as in Canada. 

Dorothy Thompson in the New York Herald-Tribune 

(March 26, 1937) states: “The public is the people.... 

It is not organized labor ..,. . Not organized capital.... 





*Published by The American Credit Indemnity Co. of New York, 


511 Locust Street, St. Louis, Mo., 16 pp. (not dated, but statistics for 
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It sees that on the one side there is a powerful organized 
capital and on the other there is about to be a powerful 
organized labor and they wonder where in either strife or 
agreement they are going to come in... .” 

Governor Frank Murphy of Michigan, speaking be- 
fore the Women’s International League for Peace and 
Freedom, pointed out that: “Industrial disturbances created 
by labor disputes affect the public interest and call for some 
measure of governmental intervention and control .... 
Each board should deal not only with industrial disputes, 
but should make investigations of conditions and practices 
that are inimical to the interests of the public and to em- 
ployers and employees.” 

Of what does the public consist? With respect to any 
one large corporation, every individual member of the public 
will belong in at least one of the groups listed below and 
the accountant and auditor makes contact with them all 
in his work. These groups can be listed as: 

. Owners of business 

. Direction and management 

. Suppliers (materials, services, transportation, etc.) 

Labour 

. Customers 

. Consumers (where the “customer” acts as processor, 
jobber, etc.) 

7. Government. 

A fair distribution of net earnings, which is more the- 
oretical, perhaps than practical, would consist of: 

. Dividends to owners 

. Commissions to management 

. Bonuses or profit sharing for labour 
. Income taxes—government 

. Lower prices to consumers 

. Provision of reserves. 

Unfortunately the interests of these groups are not al- 
ways in harmony, and conflict exists leading to strikes, lock- 
outs, excessive taxation and business failures. The ac- 
countant is in a good position to foresee such conditions 
and if given the opportunity to use his knowledge of finance 
and economics may very well assist in preventing them. 
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Before discussing further the opportunities of the ac- 
countant, some of the conflicting interests of the different 
groups may be noted. 

1. The owners—These are shareholders in most cases who 
are interested in: 

(a) Security of investment 

(b) Rate of return 

(c) Appreciation in value of holdings. 

2. Direction and management—As agents and trustees of 
the shareholders, the executives are interested in efficient 
management in order to maintain sales, earnings and a 
sound financial condition, and in addition, a satisfactory 
basis of remuneration for themselves, which may or may 
not, be justified. It may also be that it is management 
rather than capital which is concerned in labour disputes. 

3. Suppliers, whether of materials, supplies, services, 
transportation, or, sometimes, of finances — The desire of 
this group is the maintenance of a market for their output 
at the best possible prices, and security of payment. 

4. Labour—As one of the important groups, labour wants 
most. of all the maintenance of wages at high levels, con- 
tinued employment together with security against unem- 
ployment due to many factors over which it has no control, 
proper working conditions, and provision for old age and 
physical disability. 

5. Customers—This group which includes consumers de- 
sires a steady supply of goods or services, and the lowest 
prices consistent with highest quality. 

6. Government—This factor has become significant in 
recent years, and local and national governments depend on 
the constant prosperity of business for revenues from 
taxation—licenses, business and property taxes, individual 
income taxes on dividends, wages and commissions, corpora- 
tion taxes in the form of income taxes and sales taxes, and 
excise taxes on machinery and goods which require impor- 
tation for industrial purposes. 


Some Fields of Service 
From the accountant’s viewpoint it may not be neces- 
sary for him to try to establish actual rates of wages, 
dividends, etc. but he can explain and interpret the effects 
which policies in respect of such will have on all of the 


10 











THE ACCOUNTANT AND INDUSTRIAL AND PUBLIC RELATIONS 


various groups concerned. Any factor which tends seriously 
to disturb the economic balance between them can be profit- 
ably studied and recommendations made which will min- 
imize or remove harmful results. He can be of service 
in at least three ways: in mediation, in management and 
in legislation. 

Mediation—In mediation the accountant should be well 
qualified to represent the public. In this respect it is rather 
surprising to note that in the fifty representatives of the 
public included on the new panel of one hundred and fifty 
chosen by Mayor LaGuardia of New York to serve as ar- 
bitrators on the City Industrial Relations Board there are 
no public accountants, as such. Organized labour about 
which much has been heard recently is ahead here for it 
employs expert statisticians to examine corporation finances 
and statements in preparation for its campaigns. Present 
tendencies indicate further disturbances in production 
through the efforts of organized labour to obtain exclusive 
bargaining rights. Whether labour is right or wrong in 
such things is not as important for the accountant to con- 
sider as the losses in buying power which are incurred by 
interruption in production pending settlements. A recent 
example is the loss of business suffered by Oshawa mer- 
chants through the General Motors’ strike—a loss which 
can never be totally recovered. The public always loses in 
such cases. It cannot tolerate such conditions as repre- 
sented by the extremes of employer domination—and per- 
secution—as in the Harlan County coal mines or of the 
efforts of labour, in Seattle, to secure a “100% closed shop 
city” and to force capital to join in a “soak the consumer” 
policy. Labour troubles occurring today were evident fif- 
teen years ago when a paper called “The Truth About the 
Labor Question” dealt with collective bargaining and other 
troubles and mentioned as some of the remedies: 

A campaign of public education; 

Freedom and justice for labour (from excessive control 

either by employers or by unions) ; 

Efficiency in production to improve the conditions of all 

the people; 

Co-operation obtained by sharing the profits of industry 

with the worker. 
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These remedies can still be used as a guide for the ac- 
countant of today. 


Management — Undoubtedly the accountant can find 
many opportunities for service in the field of management. 
He could show how any important policy would affect the 
interests of various groups, particularly when the effects 
are adverse. There have been many instances when, if the 
advice of the accountant or auditor had been taken, a cor- 
poration would still be in business, and employees, share- 
holders and creditors would not have suffered unduly. In 
Canada in 1932-1933 there were over 4000 bankruptcies with 
gross assets estimated at nearly 68 millions and gross li- 
abilities at nearly 85 millions.* Many of these were no doubt 
due to unnecessary mismanagement through over-capital- 
ization, stock manipulation, poor financing, over-expansion, 
and excessive appraisal values on fixed assets. The ac- 
countant should be able to assist also in formulating labour 
policies with particular reference to the effect of wages on 
costs and prices. There are certain financial institutions in 
which an upward revision of wage and salary scales can 
be made without paying excessively for the services re- 
ceived. On the other hand there are times when an 
increase in wages is not feasible. For example, the Western 
Union Telegraph Company, whose rates are fixed, spends 
over 60% of its gross income of 100 millions for wages. 
Again, two corporations in the same district may make 
the same product at a profit, but one of them may pay 
considerably higher wages than the other, the probable 
reason being top-heavy management costs. Differences in 
standards of living have their effect on wage levels. The 
removal of textile mills to southern districts to secure the 
advantage of lower wage costs may result in lower prices 
but it is doubtful if the consumer really benefits. 


The chartered accountant can also assist in arriving at 
a fair basis for distribution as between management, labour 
and shareholders by providing reserves to maintain such 
a basis. In the determination of what is a fair remunera- 
tion to directors and executives, the accountant would no 
doubt have little support, but he can point out inequalities. 
As an illustration of such inequalities, twenty-four direc- 
tors of a large American company last year received nearly 


*Two Risks Your Business Carries, p. 7. 
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$500,000 while eight executives and officers received more 
than $300,000. It would seem that either the first group 
were overpaid or the second underpaid. 

With the assistance of the chartered accountant the 
management can be shown that some economies are more 
costly in the end. There is no question but that labour is 
entitled to proper working conditions, such as good light- 
ing, ventilation and sanitation. Many labour unions have 
as one of their aims, a share in determining such condi- 
tions. Those companies enjoying freedom from labour 
troubles have found themselves well repaid for any efforts 
in improving conditions in this respect. 

In the handling of benefit, profit-sharing and insurance 
funds of labour bodies, the accountant can give helpful ad- 
vice. Moreover, in the promotion of better relationships be- 
tween labour and management, the accountant may be able 
to prepare special statements showing the workers’ part in 
the scheme of business and in carrying on profitable opera- 
tions. In connection with these phases, the financial editor 
of The Globe and Mail stated recently: “Employees should 
get statements even oftener than shareholders on 
every development that has an effect on employment or 
wages. One outstanding instance is the effect of the an- 
nual increases in the cost of government. The quick growth 
in taxes increases the costs of products, boosts the selling 
prices and reduces the ability of the consumer to buy. 
High taxes, and especially growing taxes, therefore, have 
their effect as well on wage levels .... 

“If cost of living increases unduly, naturally that will 
affect wage levels as well. At some point in the upward 
spiral, however, consumers strike and the old vicious circle 
of reduced production and increase of unemployment be- 
gins again.... 

‘But no company should be satisfied with doing well by 
its employees. Quarterly statements of its stewardship 
along these lines would be fruitful... .” 

And when referring to the labour strike of the General 
Motors Corporation at Oshawa the same writer said: 

“The tax bills of General Motors in 1936 in the United 
States was equal to 25 cents for every dollar of total pay- 
roll. For every dollar paid in salaries and wages, executive 
administration consumed one cent, which was raised to 314 
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cents per dollar of the total payroll by a bonus plan. This 
information was sent to shareholders but workers also 
should be continuously advised of matters that concern them 
so much. 

“The company also had savings and investment plans 
on which, since 1919, a total of $242.5 millions has been 
paid out to employees, $139.5 millions being saved by the 
employees, and $103 millions contributed by the corpora- 
tion. Through the group insurance plan claims of $28 mil- 
lions have been paid to employees since 1926.” 

It would appear from these figures that employees of 
General Motors had not much cause for complaint. Yet 
that company has suffered through labour troubles. To 
some extent, however, the management as being part of 
“big business” is to blame, for although it may not have 
permitted improper working conditions, it belongs to a 
group which might have foreseen that some ubiquitous 
labour leader would arise to apply to the organization of 
labour the same methods, efficiency and salesmanship that 
business has employed in the organization of finance and 
industry. It is to the use of such similar methods as cen- 
tralized control, hire of legal talent, statisticians, publicity 
experts and trained field agents, along with modern methods 
of transportation, that certain organized labour owes its 
success. This organized labour believes that when industry 
is organized on a mass production basis, labour must be 
similarly organized. There is the usual danger that such 
organization, if completely successful, will not always be 
used for justifiable or ethical purposes. Dictatorship, wheth- 
er in government, in business and finance, or in labour, is 
not in the public interest. The accounting profession can 
do its part in helping to prevent such an undesirable situa- 
tion. 

Legislation—Many ill-advised experiments, of which 
there have been numerous examples, could have been pre- 
vented with the advice and suggestions of accountants in 
formulating legislation having the interests of all public 
groups in mind. The effects of industrial troubles are too 
widespread to leave industrial legislation in the hands of 
any not qualified by training or experience. Politicians are 
only human and are often influenced by prejudices in favour 
of labour or of capital, and thus overlook what may be 
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best for all. Taxation is, of course, one department with 
which the accountant is unquestionably familiar, being a 
field that gives much scope for deeper study. The account- 
ant with a sound knowledge of the subject can advise a 
government whether taxes are warranted, and to what de- 
gree, to support particular services which, because of their 
nature, the government must provide. The government 
may be made to understand that it is poor policy 
for it to engage in business in which it competes with tax- 
paying corporations, for in this event it will succeed in re- 
ducing tax revenues from this source and increasing taxes 
in other ways. The government can also be professionally 
assisted in determining the rate of taxation which will bring 
in the most revenue in proportion to the tax-payer’s ability 
to pay, and in the alternative to consider whether a lower 
rate would result in an increase in volume of business which 
in turn would provide increased revenue. 

In addition to the above mentioned possibilities for 
study and interpretation, the accountant may be of service 
to shareholders as their representati*_. The equity of the 
shareholders is a large one and is not to be disregarded. In 
the case of mining, for instance, the Hon. T. A. Crerar makes 
the following observation: 

“The total value of mine production for 1935 was over 
$312,000,000. The latest figures permit of an estimated 
value of more than $340,000,000 for 19386. Of this new 
wealth more than $100,000,000 will go as wages to pay the 
80,000 men directly employed by the industry. Another 
$90,000,000 will go as payment for fuel, power machinery, 
equipment, chemicals, and other supplies used in large 
quantities by the mines. Dividend payments will be more 
than $75,000,000.” 

Shareholders are coming to realize more and more that 
many of the things which occur to their detriment are due 
to policies of which they would not approve, but over which 
they actually have little control due to their lack of organ- 
ization and to the practice of sending proxies to those 
designated by the management, which proxies have not 
much effect in expressing the sentiment of the shareholders. 
In an article in the New York World-Telegram, Mr. E. J. 
Schlessinger, investment counsel, states: 

° quite a few companies are having difficulty in 


holding meetings because a quorum of the outstanding stock 
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was not represented ..... So much has been heard about 
the cleavage between management and ownership of large 
corporations that apparently the crystallization of all this 
has resulted in a movement on the part of many stockholders 
not to sign their proxies ..... One guess..... is that 
boards of directors will find it to their advantage to have 
at least one member selected from the rank and file of the 
stockholders.” The article goes on to state that in his 
speech in the United States Senate Senator J. C. O’Mahoney 
said: “, ... they (accredited corporation representatives) 
are intended to be a professional class, like certified public 
accountants, to whom the small stockholder may with con- 
fidence send his proxy, so that he may have the assurance 
that he will be represented in corporation meetings by a 
competent person who has no interest to serve except the 
interests of the stockholders.” 


In Canada, of course, the shareholders are protected to 
a certain extent by the appointment of auditors, but these 
are often indirectly appointed by the board of directors, and 
the nature of their engagement imposes limitations on their 
usefulness to the shareholders as suggested in the article 
just quoted. The chartered accountant as a representative 
of the shareholders either by virtue of proxies or of being a 
shareholder himself, would be performing an entirely dif- 
ferent function from one appointed to audit accounts. Too 
often the shareholders derive more information of value 
from the published comparative statements of earnings and 
financial condition than from the auditor’s report or the 
president’s report, the latter being sometimes “coloured” 
by a presidential point of view. The auditor and account- 
ant can serve in providing statistics and statements which 
can be easily understood by the average shareholder. Al- 
ready there are a few corporations which publish such “in- 
formative” types of statements. 

In conclusion, the connection between the practice of 
auditing and the approach to the relationships now discussed 
is particularly pointed out to the students and the more 
recently graduated chartered accountants. These relation- 
ships are approachable if the underlying principles and 
analyses are sought out and carefully studied. Many of 
these principles are encountered in auditing but others re- 
quire special research work. The accessibility to an auditor 
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of the primary analyses required for a survey of these re- 
lationships will be readily apparent, and a review of the 
following topics will serve to stimulate his inquiry as well 
as indicating that the required study in the main is closely 
akin to the service which he renders in the ordinary course 
of auditing. 

Ownership—This may consist of individual enterprises, 
partnerships, co-operatives, and limited liability companies 
with either private or public shareholders. It is the last 
class to which particular reference has been made in this 
article. Audit of partnership agreements, share records, 
etc. will reveal what may be termed the diversity and in- 
tensity of ownership. It may show to what extent man- 
agement, employees, and suppliers are also interested as 
shareholders or partners. 

Direction and Management—Scrutiny of minutes, audit 
of salary records, directors’ fees, and examination of func- 
tions, will occur in the course of the audit. It may be deter- 
mined also to what extent, if any, directors and officers 
are interested in other companies which supply materials, 
services or finances. The number of directors, the meetings 
attended and the fees received will be scrutinized. Com- 
parisons can also be made between executive and directors’ 
remunerations and with wages and dividends, from which 
the auditor may draw his own conclusions. 

Suppliers—From the audit of vouchers and accounts 
payable, the distribution between the following divisions can 
be revealed: materials used in production, transportation, 
services (power, light, etc.), and equipment (machinery, 
building, delivery, etc.). Some interesting features may be 
noticed such as the importance of milling to the baking 
industry, of machinery and power to mining, and the part 
played by transportation. 

Labour—This suggests, naturally, payroll audits, from 
which will be observed such items as the proportion of 
skilled to unskilled workers, with the rates of pay, the oppor- 
tunities for advancement to higher grades at higher pay, 
the use of insurance, benefit and sundry employee funds, 
and, of significance, the proportion of wages to total cost 
of production. 

Customers and Consumers—Examination of sales re- 
cords and accounts receivable can provide its share of facts, 
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such as the number of accounts and the average size, the 
proportion of export sales with the amount of credit in- 
volved, and the losses in collections which have to be 
assumed. 

Government—This relationship comes through taxation. 
From an audit of tax bills, the incidence of taxes for local 
licenses, business and property taxes, and sales and income 
taxes can be clearly shown. 

Every item in balance sheets and operating statements, 
can, if traced, show some relationship to the groups of the 
“public” herein discussed. The accountant who wishes 
beneficially to follow the thoughts and studies outlined need 
only ask himself in the case of any particular organization: 
“If this company ceased business now, who would lose and 
how much?” He would then doubtless realize that as a 
professional man and a citizen he would likely be one of the 
many losers. 
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A Survey of the Accounting Requirements of a Legal 
Practice with Particular Reference to the Rules 
Recently Enacted by the Law Societies 


by J. Grant Glassco, Chartered Accountant, 
Toronto 


, the past year the governing bodies of the legal 
profession in a number of provinces in Canada have 
adopted rules as to the keeping of accounts by their mem- 
bers.! This development has evoked widespread favourable 
comment and is of particular interest in that it probably 
represents the first attempt by a profession to govern the 
manner in which its members keep their accounts. The rules 
adopted in the different provinces are very similar and deal 
almost exclusively with the subject of clients’ funds held 
in trust, the maintenance of proper accounts to record the 
transactions for each client and the balance of funds to his 
credit, and the proper segregation of such moneys from 
those belonging to the barrister and solicitor. 

The practice of law inevitably entails the handling of 
clients’ funds and in consequence many lawyers have under 
their control very substantial sums of money belonging to 
their clients. Sometimes funds are paid out immediately 
upon receipt, but often circumstances require the holding 
of moneys belonging to a client for a considerable time. 
While the operations of trust companies and certain official 
trustees have for some years been subject to increasing 
surveillance by the state, the establishment of proper safe- 
guards for the protection of clients’ funds handled by law- 
yers has, until recently, been within the exclusive discre- 
tion of the individual lawyer. 

In establishing rules respecting accounts, the Canadian 
law societies have followed the lead of the Law Society of 
England. The English rules came into force on 1st January 
1935, the Society having been granted the necessary author- 
ity under The Solicitors’ Act of 1933. The obvious intent 
of these rules, upon which the Canadian rules are patterned, 
is to minimize the loss to clients at the hands of careless or 





1The rules of the Law Society of Upper Canada were published in 
THE CANADIAN CHARTERED ACCOUNTANT for February 1937. 


JULY, 1937. 19 








THE CANADIAN CHARTERED ACCOUNTANT 


unscrupulous lawyers. In moving the second reading of 
the Solicitors’ Bill in the House of Lords the Master of the 
Rolls (Lord Hanworth) said in part:— 


In the course of the past few years the solicitors’ profession, 
no less than the public, have been much concerned at some cases 
in which defalcations have taken place in respect of moneys en- 
trusted to solicitors...... The solicitors have been very anxious 
indeed, for the honour of their profession, that they should take all 
steps that are possible to prevent the occurrence of these unfortu- 
nate incidents. 


These remarks might have applied with equal force to the 
situation in Canada. One of the most common character- 
istics of financial disaster is muddled or inadequate records 
and it is not uncommon to find that fraudulent conduct has 
been the direct result of an effort to retrieve losses or short- 
ages arising in the first place from carelessness or ignor- 
ance rather than wilful wrongdoing. The efforts of the law 
societies to remove this danger cannot but meet with general 
public approval and their determination to have the rules 
strictly observed is evidenced by the provision that infringe- 
ment or non-compliance may be treated as professional mis- 
conduct and may lead to disbarment. 
The Principal Requirements of the Rules 

The actual banking and bookkeeping procedure laid down 
by the rules represents no more than what in the past has 
been considered good practice and, consequently, many legal 
firms have found that their regular procedure complies fully 
with the requirements. The effect of the rules is to segre- _ 
gate as completely as possible transactions involving trust 
funds and those involving the lawyer’s own money. Trust 
funds must be deposited in a separate bank account desig- 
nated as a trust or client account. This puts the bank on 
notice that funds so deposited may not be offset against 
any indebtedness of the lawyer or the lawyer’s firm. If 
desired a number of trust bank accounts may be operated. 
It is further provided that no moneys other than trust 
moneys may be deposited in the trust bank account or ac- 
counts (except where remittances by clients represent in 
part moneys due to the lawyer and it is not practicable to 
split the remittance). Similarly, withdrawals from the trust 
bank account are limited to disbursements to or on behalf 
of a client and no disbursement from that bank account may 
be made on behalf of any one client in excess of the money 
actually held for such client. 
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The latter proviso is of course designed to prevent funds 
belonging to one client being in effect lent to another client, 
and a further section of the rules provides that at no time 
shall any client’s trust account be permitted to become over- 
drawn. It is of course necessary to provide that trust funds 
shall be disbursed only for the accounts of the clients to 
whom they belong, but the rule as to overdrafts, coupled 
with the prohibition of depositing funds other than trust 
funds in the trust bank account, may give rise to certain 
minor difficulties in practice. In the past many legal firms 
have been prepared to make limited advances out of their 
own funds for the accounts of responsible clients and a com- 
mon practice, which under the present rules is no longer 
permissible, was to maintain a permanent float of the firm’s 
own funds in the clients’ trust bank account. By seeing that 
the balance of the trust bank account was at all times at 
least equal to the credit balances in the clients’ ledger, it 
was possible to ensure that all clients whose accounts were 
overdrawn were in effect borrowers of the firm’s own funds. 

It occasionally happens, particularly in connection with 
sales of property, that the amount to be paid on behalf 
of a client is slightly more than the deposit which he has 
made with his solicitor. In such cases it is now necessary 
to issue two cheques, one on the trust bank account for 
an amount not in excess of the client’s credit balance, and 
another on the firm’s bank account for the difference. Trust 
companies in the administration of estates are by law sim- 
ilarly restrained from lending to one trust money belonging 
to another trust, but it is not possible to prevent a certain 
number of overdrawn accounts. In order to comply with 
the law, the trust companies therefore place round sums 
of their own money on deposit in their trust bank accounts 
and see to it that such deposits are at all times sufficient 
to cover the total of all overdrafts. It may be that some 
modification of the rules of the law societies along these 
lines will be made to permit lawyers to adopt a similar 
practice. Such a modification would, however, not be of 
great benefit to any but the larger legal firms, and for the 
time being it may be desirable to demand the maximum 
rigidity in the accounting procedure. 

Inadequate Systems Have to be Corrected 
The introduction of these rules has in many cases re- 
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sulted in radical changes in office methods and many law- 
yers, particularly those who write up their own records, 
have found themselves seriously handicapped by their lack 
of knowledge of elementary bookkeeping and have had to 
seek assistance in establishing a satisfactory system. While 
a lawyer need not be a skilled accountant, he does require 
an elementary knowledge of bookkeeping if he is to operate 
even the simplest records which the new rules render com- 
pulsory. Realizing the importance of this phase of the 
problem, those responsible for legal education are carefully 
considering how best to instruct students in the subject 
of bookkeeping. 

The transactions which the practising lawyer has to 
record do not involve any problems such as arise from manu- 
facturing or the purchase and sale of goods, and with the 
exception of a few simple revenue and expense accounts, all 
the lawyer’s accounts are accounts with persons. In certain 
transactions where a number of adjustments between 
parties have to be made, the determination of the balances 
to be paid or received on behalf of clients is sometimes quite 
complicated, but once the amounts have been settled, the 
making of the necessary bookkeeping entries is compar- 
atively simple. In the past, many lawyers’ accounts have 
been kept by single entry and in some cases consisted of 
not more than a cash book and a clients’ ledger. The ob- 
jections to single entry are well known and, while a system 
of single entry bookkeeping may sometimes be sufficient 
for a small business, it is always unsuitable and dangerous 
for a legal practice which handles trust funds. 


Accounting for Fees 

A review of the methods of firms which have for some 
time maintained double entry sets of books discloses a num- 
ber of different methods of accounting for fees, some of 
which are open to criticism. One common method is to 
record the fees revenue only as it is collected, and because 
this entails a minimum of bookkeeping it may at first glance 
appear to possess the virtue of simplicity. It is, however, 
obviously essential to keep some record of outstanding ac- 
counts rendered to clients, notations on the dockets or card 
indexes being frequently employed, and if one takes into 
account the labour of keeping such subsidiary records it 
will be found that this method probably entails more, rather 
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than less, work than if charges to clients were set up and 
treated as accounts receivable. Moreover, unless the 
greatest care is taken periodically to prove the accuracy of 
such subsidiary records, there is a serious danger of loss 
through error and from fraud on the part of employees. 
For these reasons this method cannot be recommended. 


Clients’ Accounts 

Among firms which actually set up fees receivable in 
their accounts there are many who have in the past carried 
only one account for each client. Where trust funds were 
handled for any client his account would therefore contain 
a mixture of entries, some relating to fees and disburse- 
ments of the firm’s funds and others resulting from trans- 
actions involving trust moneys. It is questionable whether 
this practice fully conforms to the rules in view of the fact 
that it is necessary to analyze each client’s account in order 
to determine the amount of trust funds held for the client 
and to balance the trust bank account. 

In view of the foregoing, an adequate system and one 
which certainly complies with the rules, seems to require 
the maintenance of two accounts for each client for whom 
trust moneys are handled, one account being a “general” 
account recording disbursements out of firm’s funds, fees 
billed and the payment thereof, and the other devoted ex- 
clusively to the recording of trust transactions. In these 
circumstances the best plan seems to be the use of a double 
account form, of which an illustration appears later. In 
this form the general account and the trust account of each 
client appear side by side, which permits of easy reference 
as well as convenience in posting. An alternative method 
is the use of two ledger sheets of different coloured paper, 
one for the general account and the other for the trust 
account. 

Accounting for Disbursements for Clients 

In accounting for disbursements for clients out of firm’s 
funds, several alternatives are available. Under one plan 
disbursements are simply charged to a nominal account 
“Disbursements for clients,” the details being entered either 
on the dockets or on a subsidiary card record for each client. 
When accounts are rendered to clients they are entered in 
a “fees book” which shows in separate columns the fees 
and total disbursements covered by each account or invoice. 
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The disbursements are posted to the credit of the account 
“Disbursements for clients” (usually in total at the end of 
each month) and the individual items are removed from the 
dockets or card index. The client’s general account receives 
a debit for the total amount of the account rendered, 1.e., 
both fee and disbursements. This method is expressed by 
the following journal entries: 
1. When the disbursement is made: 


To disbursements for clients ..... $ 20.00 
OL ee ror Tee re $ 20.00 
Charging the disbursement to the 
holding account 
2. When the client is billed: 


To John Smith, client ........... $220.00 
ee $200.00 
By disbursements for clients ... 20.00 


Charging the client with account ren- 
dered and clearing the disbursement 
from the holding account 
The principal criticism of the above procedure is that it 
involves maintaining subsidiary records which must be reg- 
ularly balanced with the holding account and this probably 
entails more labour than if all the entries were made in the 
client’s accounts in the first place. For this reason it seems 
preferable to charge disbursements as made directly to the 
clients’ general accounts. As clients are billed, the fees 
book is written up exactly the same as under the other 
system, but the fees amount only is posted to the client’s 
general account which then contains a complete history of 
the client’s indebtedness for both fees and disbursements. 


A System of Accounts 
In the following outline an attempt is made to describe 
a simple accounting system which complies with the rules 
and will be found suitable for either a small or a large prac- 
tice. The books to be kept consist of the following :— 
(1) Bank cash book—being a record of receipts and dis- 
bursements of both firm’s and trust funds 
(2) Ledger—containing accounts of the firm’s assets, 
liabilities, revenues and expenses and, in a separ- 
ate section, accounts with clients 
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(3) Fees books—a summary and analysis of accounts 

rendered to clients 

(4) Petty cash book 

(5) Journal 

The Bank Cash Book—This is the most important book 
to be kept and by establishing the rule that all receipts from 
any source shall be deposited in the bank and all disburse- 
ments (except petty cash) shall be made by cheque, this 
book becomes not only a detailed analysis of the bank ac- 
counts but at the same time a complete record of receipts 
and disbursements. Two bank accounts must be kept, one 
a general or firm’s account and the other a trust account 
for clients’ funds. Obviously, separate bank cash books 
could be kept for each of these accounts, but it will be found 
more convenient to keep a single chronological record of 
all cash transactions in which the necessary segregation 
of firm’s money and trust funds is secured by the use of 
different columns. A specimen ruling of such a cash book 
is illustrated on page 26. 

As each sum of money is received the date, name of 
remitter and, if for the account of another person, the name 
of that person, are entered in the cash book. The amount 
is entered in one of the first three columns and when the 
total receipts for the day are deposited in the banks the 
amounts of the deposits are entered in the deposit columns. 
Thus, if all receipts are deposited, the total of the detailed 
receipts appearing in the first three columns will equal the 
total of the amounts in the deposit columns. The use of 
the two “clients’ accounts” columns will be referred to later. 
The disbursement side of the book is written up in the 
same chronological manner showing the date, payee and, 
if necessary, the client to whom the disbursement is charge- 
able. The total of the expenditures in the first four columns 
should equal the total of the withdrawals in the two bank 
columns. At the end of each month the balance on each 
of the bank columns is reconciled with bank statements or 
pass books by taking into the account the outstanding 
cheques. 

The Ledger—Clients’ Accounts—Reference has already 
been made to the necessity of maintaining in effect two 
accounts for each client who entrusts moneys to the firm 
and the use of a double account ledger ruling such as illus- 
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trated hereunder is recommended. Taking first the case 
of a client for whom no trust funds are handled, there will 
be no need of any trust entries and such account will, there- 
fore, be a “general” or ordinary account. Disbursements 
made for such a client will be out of the firm’s funds and 
will appear in the bank cash book in the column “Clients’ 
general accounts” and will be posted to the debit of the 
client’s account, where they will accumulate. When the 
client is billed, the account rendered will include disburse- 
ments to date (already posted to the ledger account) and 
the fee itself. From the fees book will come the debit for 
the fee and at this point the balance of the ledger account 
will equal the total of the account rendered. When the client 
pays his account it will appear in the column “Clients’ gen- 
eral accounts” on the receipt side of the bank cash book 
and be deposited in the firm’s bank account. 

Entries involving trust funds may be more complicated 
and it is sometimes necessary to split receipts and payments 
as between clients’ trust and clients’ general accounts. If 
the receipts or disbursements go through the trust bank, 
they must be entered in the trust columns of the bank cash 
book and the trust section of the clients’ accounts. For 
this reason, the double form of ledger is more convenient 
than where the two sections appear on separate pages. The 
following is an illustration of how the double account form 
would appear after making the entries arising from a typical 
real estate transaction, the solicitor acting for the purchaser 
and disbursements being necessary both before and after 
settlement with the vendor :— 

The client makes an offer to purchase a property for 
$10,000 and gives the vendor his cheque for $500 upon 
acceptance of the offer. On 1st July the solicitor re- 
ceives from his client the accepted offer, which calls for 
closing on 31st July, with instructions to have the prop- 
erty surveyed and the title verified. On 25th July the 
client remits his cheque for $10,000, and the solicitor on 
closing pays the vendor the balance of the purchase 
price, together with adjustment of taxes and insurance, 
a total of $9,725. The account of this client appears as 
follows :— 
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It will be noted that disbursements made before funds 
had been received from the client were necessarily made 
out of the firm’s own funds and thus appeared in the general 
account while later disbursements were made out of and 
charged against the trust balance. The transfer of the $250 
balance on August 15th was accomplished by drawing a 
cheque on the trust bank and depositing it in the general 
bank account which, of course, necessitated entries on both 
the receipts and disbursements sides of the bank cash book. 

Other Ledger Accounts—The assets, liabilities, revenues 
and expenses of the firm will be entered on the conventional 
ledger ruling and may be carried in as many individual 
accounts as may appear desirable. 

Where the clients’ accounts are numerous control ac- 
counts will be found helpful, it being necessary of course 
to control separately the “general” and “trust” sections of 
such accounts. A simple list of general ledger accounts suit- 
able for the average firm will contain the following: 


Assets accounts Expense accounts 
Petty cash Rent 
Firm’s bank Salaries and wages 
Trust bank Postage and excise 
Accounts receivable-clients Telephone and telegraph 
(“general” section control Stationery and office supplies 
account) General expense 


Furniture and fixtures 
Depreciation reserve for furn- 
iture and fixtures 
Liability accounts Revenue accounts 


Clients for trust funds 
(“trust” section control ac- 
count) 

Partners’ individual capital 
and drawings accounts 


As an alternative to keeping a number of expense ac- 
counts a single account may be kept which should be an- 
alyzed each month so as to obtain comparable totals of the 
various expense classifications for purposes of control. 

The Fees Book—This record is written up chronologically 
as accounts are rendered to clients. It should show the date, 
name of the client, amount of fees billed, total of disburse- 
ments billed and the total of the account rendered each 
client. The amounts in the fees column are charged to the 
individual clients’ general accounts and credited in total each 
month to fees earned account. 
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Petty Cash—In order to provide for petty disbursements, 
a petty cash fund will be established by drawing a round 
sum from the bank. When the fund runs low a reimbursing 
cheque for the exact amount of the disbursements is issued 
restoring the fund to its initial sum and the disbursements 
made are summarized and charged to expenses or clients’ 
accounts as may be necessary. The reimbursing cheques 
will be charged through the cash book to a petty cash ac- 
count in the general ledger, and as the petty disbursements 
are summarized and charged to expense or other accounts 
their total will be credited to the petty cash account in the 
ledger. This record can be kept on the simplest ruling, but 
where petty disbursements are numerous it will be found 
convenient to provide separate columns for the accounts 
most commonly charged. Under this method, the person 
responsible for the petty cash fund should be able at all 
times to account for the whole fund either in cash or 
vouchers not yet reimbursed. 


The Journal—The journal should be of the conventional 
type with a debit and a credit column, and will be used prin- 
cipally for opening and closing entries and for making ad- 
justments from time to time. Needless to say, every journal 
entry should be accompanied by a complete narrative ex- 
plaining the reasons for and the purpose of the entry. 

Bonding of Employees—In cases where the bookkeeping 
of a legal practice is carried on by employees, it is most 
important that all those occupying positions of trust should 
be bonded in substantial amounts. This is particularly true 
in cases where the principals of the firm may have only a 
sketchy knowledge of bookkeeping. In recent years an in- 
creasing number of legal firms have had their accounts 
audited by professional accountants, and this is an addi- 
tional safeguard of considerable importance, particularly 
where substantial sums of. clients’ moneys are regularly 
carried. 

At the present moment, largely as a result of the intro- 
duction of rules respecting accounts, the bookkeeping and 
accounting of legal firms is receiving much attention and 
the accounting profession is being called upon to assist 
many firms in the improvement of their records and account- 
ing procedure. The practising lawyer expects from the 
professional accountant sound advice as to what is neces- 
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sary and desirable and the latter must be prepared to render 
this service, keeping in mind always the necessity of avoid- 
ing complications. Care must however be taken to see that 
efforts to render the procedure as simple as possible do not 
result in sacrificing any of the checks and safeguards dic- 
tated by good practice and common sense. 


COMPANY LEGISLATION 


In Regard to the Acquiring of Initial Capital—Excerpts 
from Some Court Cases Thereon 


C. E. Walker, Chartered Accountant, 
Kingston, Ontario 


5 es purpose of this article is to outline and emphasize 

the provisions of company legislation framed from time 
to time with the apparent object of safeguarding the build- 
ing up of a sound capital structure. 

Court cases also are cited to show the court’s interpre- 
tation placed upon these various provisions. 

The amount of stock which a shareholder holds in a 
company is supposed to represent the amount which he or 
the original allottee has put into the company or has ob- 
ligated himself to put into it. “Paying for” stock acquired 
from a company is simply contributing its capital. 

Investors have the right to assume that the shares of a 
company are represented by assets of real value because 
the capital fund must be conserved in the interest of all 
shareholders. Since the responsibility of and authority for 
managing the company rests with the directors, elected by 
the shareholders, they are agents of the company and trus- 
tees for the shareholders. 

In discussing this subject we shall outline provisions 
and cases showing the responsibility of promoters, incor- 
porators and directors of a company in regard to the build- 
ing up of its “capital fund.” 

The Promoter—As used in connection with companies 
the term promoter indicates one whose activities are carried 
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on for the purpose of organizing and starting a company. 
The courts have clearly established the principle that “per- 
sons who get up and form a company have duties towards 
it before it comes into existence.” In equity the promoter 
of a company stands in a fiduciary relation to it and to 
those persons whom they induce to become shareholders in 
it. 

Because of the fact that the activities of the promoter 
have to do only with the organizing of a company the only 
provisions relative to him are prospectus provisions. Those 
of The Companies Act, 1934, (Dominion), as amended, per- 
taining to him are as follows: Section 78(1) Where a pros- 
pectus issued by or on behalf of a company invites persons 
to subscribe for securities of the company ..... (c) every 
person being a promoter of the company..... shall be liable 
to pay compensation to all persons who subscribe for any 
securities of the company on the faith of the prospectus, 
for the loss or damage they may have sustained by reason 
of any untrue statement therein or in any report or memor- 
andum appearing on the face thereof, or by reference in- 
corporated therein or issued therewith. Subsection 4(a) 
defines promoter thus: “The expression ‘promoter’ means a 
promoter who was a party to the preparation of the pros- 
pectus or of the portion thereof containing the untrue 
statement...... 

Liability of the Promoter—In the case of Rumford v. 
Hinton, O.L.R, (1922) the rule is laid down that “illicit 
profits made by a promoter-vendor out of a transaction not 
disclosed to the vendee company cannot be retained by the 
vendor.” 

A, the promoter of a company, arranged to purchase for 
$14,000 a plot of farm land intended for subdivision and 
resale by the company when incorporated. A definite under- 
standing regarding the company’s formation and incorpora- 
tion was reached before an agreement for the purchase of 
the land by A was procured. A represented to the company 
that the purchase price was $29,000 which amount was 
paid by the company and out of it he (A) retained $15,000 
for his own use. HELD that the $15,000 was money held 
and received and wrongfully retained by A and that there 
was fraudulent misrepresentation by A who was a trustee 
of the money given by him to buy the land and that he 
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became a trustee of the land when an agreement of purchase 
was procured. Upon formation of the company he became 
trustee for the company and the $15,000 was an asset of 
the company in his hands which the company was entitled 
to recover. 

The judgment handed down in this case is in accord 
with the rule established in an earlier English case, Lydney 
and Wigpool Iron Ore Co. v. Bird (1885). In referring to this 
case Lindley, L.J., said, “Although not an agent of the com- 
pany nor a trustee for it before its formation the old 
familiar principles of the law of agency and trusteeship 
have been extended and very properly extended, to meet 
such cases and using the word ‘promoter’ to describe a 
person acting as James Bird did, it is perfectly well settled 
that a promoter of a company is accountable to it for all 
moneys secretly obtained by him from it just as if the 
relationship of principal and agent or of trustee and cestui 
que trust had really existed between them and the company 
when the money was so obtained.” 

While there is no legal prohibition against the making 
of profits by promoters they must not be secret. If the 
shareholders have the facts before them the transaction 
stands no matter how much profit the promoter may have 
made by it. The requirements as to this point under The 
Companies Act, 1934, as amended, are contained in the 
“specific requirements as to particulars of prospectus” and 
are as follows: Section 77(j) (i) The prospectus must state 
“the purchase price of any property purchased or to be 
purchased which is to be defrayed in whole or in part out 
of the proceeds of the issue.” This purchase price must be 
the price paid by the promoter unless full information as 
to the profit he is making is disclosed. 

Promoter’s Liability to Future Shareholders—The re- 
lationship of a promoter is a relationship not only to the 
company as constituted at the time of the promotion but also 
when its membership has changed by the allotment of fur- 
ther stock. The court has established the principle that 
the disclosure of profits made by the promoters must be 
made not only to the original shareholders of the company 
but also either to an independent board of directors or to 
all the subscribers for shares. 

The above principle has been applied in the case of 
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Bennett v. Havelock Electric Light and Power Co., O.L.R. 
(1910). 

The five promoters of the company, who were the only 
shareholders, as shareholders and directors assented to the 
purchase of property from one of them for the company for 
$5,000. The original price paid by the vendor was $300 and 
each of the other four shareholders received from him a 
cheque for $1,000 which was applied in payment of the lia- 
bility of the four to the company for stock subscribed. 

In an action against the five promoters (or incorpor- 
ators) and the company by two persons who afterwards 
became shareholders it was held that the four had received 
a secret profit for which they must account to the company. 
While the future shareholders were justly entitled to the 
protection afforded by the application of principles indicated 
in the above mentioned case, it is apparent that the pro- 
moter’s liability would not extend to future shareholders 
under all circumstances. The rule laid down in Re British 
Seamless Paper Box Co. Limited (1881) indicates that the 
element of intention enters into the question of the pro- 
moter’s duty to future shareholders, and that his liability 
continues only when it was to his knowledge intended or 
contemplated that other shareholders should come in. 

A company had been formed consisting of eight persons 
seven of whom were directors and the eighth the solicitor 
for the purchase and working of a patent belonging to some 
of the members. In connection with the taking over of the 
patent some of the directors obtained a profit in the form 
of shares issued to them as fully paid up. It was intended 
at the time to operate the company as a private company 
and to admit no other members. All the members consented 
to what was done and it was sanctioned at a general meet- 
ing of the company. More than a year afterward the com- 
pany being in need of additional capital admitted other 
shareholders. 

Subsequently the company was wound-up and the liquid- 
ator took action against the directors who had received the 
profit-shares in an effort to obtain the nominal value of the 
shares. 

The case was dismissed, however, the presiding judge 
declaring “The company itself had adopted this contract 
with full knowledge of every member of it, without any 
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intention of bringing in any other shareholder, without 
any notion of defrauding any future allottee and had made 
the bargain with knowledge of the facts. Is it possible 
to say that the company is not bound by that? It would be 
impossible to say so. The transaction was entirely bona fide 
in every respect.” 

Payment of Stock—Under legislation which was passed 
in Canada in 1877 the requirement as to the payment of 
stock was that “every share in the company shall be deemed 
to have been issued and to be held subject to the payment 
of the whole amount in cash unless otherwise determined by 
a contract duly filed with the proper official.” This pro- 
vision requiring payment in cash proved ineffective however 
for in Spargo’s Case (1878) a ruling had been made that 
payment in cash might be effected without any currency 
passing. It was held to be sufficient if there was a debt 
presently and unconditionally due on either side and the 
parties agreed to set it off and the transaction was com- 
pleted in the books. Because of the above and other similar 
rulings, the provision was dropped from the Canadian Act 


‘in 1902. It is obvious that capital can be just as effectively 


contributed in the form of property or services as in cash. 
Hence the Court has established the rule that stock can be 
paid for either in money or money’s worth. 

Various judgments by the court from time to time have 
established in specific cases that shares have been rightfully 
issued as fully paid when the consideration has been (1) 
property, (2) a going business, (3) bonds or others secur- 
ities, (4) the benefit of a contract, (5) release of a company 
from an obligation presently due, (6) releasing the com- 
pany from a contract binding upon it and (7) under certain 
circumstances, services. 

The possibility of transferring property in payment of 
stock, has not however been an unmixed blessing. The 
practice has apparently facilitated a form of transaction 
which is one of the chief evils in the financing of limited 
liability companies, viz., the issue of more shares than is 
really represented by the capital contributed. 

Issuing Shares at a Discount—In the case Re Manes 
Tailoring Co. Ltd., (1908) the presiding judge said, “The 
vice of issuing shares at a discount is the pretence of having 
supplied more capital than was in fact supplied,” or as Lord 


JuLy, 1937. 35 








THE CANADIAN CHARTERED ACCOUNTANT 


Halsbury put it in an earlier case, “A share in a limited 
company ..... is an agreement to become liable to pay 
to the company the amount for which the share has been 
created. That agreement is one which the company itself 
has no authority to alter or qualify. Any device for letting 
a shareholder off from supplying to the company the amount 
of capital represented by his shares is not in accordance 
with the contract entered into with the Legislature on be- 
half of the public.” 

In the case of The Toronto Finance Corporation and Cook 
v. Banking Service Corporation Limited (1926) it was shown 
that a contract had been entered into, approved by the share- 
holders, by which the company agreed to issue shares to 
certain persons in consideration for services which all parties 
knew to be worth only a small part of the par value of the 
shares. Evidence submitted showed that in making the 
agreement all parties assumed that the par value of the 
shares was not an element to be considered in fixing the 
consideration which the company should receive for the 
shares nor did they agree upon the money value of the 
services. The court held that the agreements were not 
honestly entered into on the basis that the services or the 
agreement to perform them had or would have a value to 
the company equal to or greater than the par value of the 
shares. The agreement was therefore ultra vires and in- 
capable of ratification. 

Consideration Must be Contributed by the Shareholders 
—In Re The Cornwall Furniture Co. (1910), the promoters 
of a company agreed with the town corporation to form 
the company and establish an industry in the town, and 
the town corporation agreed upon certain conditions to give 
a bonus of $15,000 to the company. 

The company was formed and the amount of $15,000, 
raised by the town by a special debenture issue, was paid 
over to the company. 

Later a resolution of the shareholders was passed author- 
izing the directors to allot bonus shares as fully paid to the 
persons who were shareholders as at the date of the resolu- 
tion and in proportion to their holdings. Held that the 
$15,000 was the property of the company and not of the 
promoters, and that the shareholders to whom the bonus 
shares were issued were not entitled to be relieved from 
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the obligation to pay for the shares and their names were 
placed on the list of contributories on the winding up of 
the company. 

In Re Clinton Thresher Co. Ltd. (1910) the directors of 
the company issued a block of unissued shares rateably 
to the existing shareholders without any consideration, the 
shareholders having full knowledge of the circumstances. 

It was held that the issue was ultra vires and the names 
of the shareholders were placed on the list of contributories 
and they were held liable for full payment of the amount of 
the par value of the bonus shares issued to them. 

Adequacy of Consideration is Assumed Where no Secrecy 
is Practised—In Re The Hess Manufacturing Co. (1894), 
shares were issued to a shareholder as fully paid in con- 
sideration of a transfer of property to the company. In 
proceedings later under The Winding-up Act the court held 
that since full disclosure of all facts had been made at 
the time of issue the liquidator had no authority to inquire 
into the adequacy of the consideration with a view to placing 


-the name of the holder on the list of contributories. 


Company Has No Right to Make Later Calls to Cover 
Discount—In Ooregum Gold Mining Co. v. Roper (1892) the 
court applied the rule that a company has no power to issue 
shares as fully paid up for a money consideration less than 
their nominal value. 

It is interesting to note that the court established also 
the rule that “where a company issues shares at a discount 
it has no power later to make calls covering the discount 
except in the case of a winding-up of the company and then 
only so far as necessary to pay debts of the company and 
costs.” The shareholder’s liability to the company is only 
for the amount stated in his contract of purchase of the 
shares issued to him. Further claim can be made only by 
the liquidator and in the interests of creditors of the 
company. 

Shaw vy. Holland (1900)—In this case the directors im- 
properly allotted shares to themselves at a price below par. 
They later sold part of them at a profit. In action later 
the court held that the directors must pay over to the com- 
pany the profits realized on the shares sold and also, on 
account of the shares still held, an amount equal to the dif- 
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ference between the price at which they allotted the shares 
to themselves and the market price at the time of the allot- 
ment. (The market price at the time of allotment was ap- 
parently above par). 

The Stratford Fuel, Ice, Cartage and Construction Company 
Ltd. v. Mooney (1909)—The promoters of this company be- 
came its first directors and purchased assets for the com- 
pany from themselves. Action was taken against the pro- 
moters in behalf of the other shareholders, and the court 
held that the board was not independent, that full disclosure 
of the facts had not been made and that the promoters were 
accountable to the company for profits made in the sale of 
their assets to the company. 


Effect of Judgments on Company Legislation 

Having reviewed several court rulings which have been 
made in interpreting company legislation pertaining to the 
establishment of the capital fund, it is interesting to note 
the extent to which the principles laid down in such rulings 
are incorporated in some of the recent amendments to com- 
pany legislation. 

The provisions in this regard as outlined in the “Office 
Consolation, 19386” The Companies Act, 1934, with amend- 
ments, are here outlined. 


96B. (1) The directors of a public company shall not authorize 
the issue and allotment as fully paid shares in the capital stock 
of the company having a nominal or par value, except for a con- 
sideration payable in cash to the total nominal amount of the 
shares so issued, or for such consideration payable in property 
or services as the directors may determine by express resolution 
to be in all circumstances of the transaction the fair equivalent of 
cash to the total nominal amount of the shares proposed to be 
issued: Provided that the directors may apply to a judge for a 
declaratory order with relation to the consideration for the last 
mentioned shares in like manner and with like effect in all respects 
as provided in and by subsection nine of section twelve of this Act. 


(2) Subject as hereinafter provided, every director of a public 
company who is a party to authorizing the issue and allotment as 
fully paid of any shares of the capital stock of the company having 
a nominal or par value shall be liable, jointly and severally with 
his co-directors, at the suit of any director, shareholder or creditor 
of the company, to make good to the company the amount by which 
the consideration actually received by the company for any shares 
so issued and allotted as aforesaid is found by the court, after 
full inquiry into the circumstances of the transaction, to be less 
than the fair equivalent of the cash, which the company ought to 
have received for such shares if they had been issued and allotted 
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The above provisions apply only to the issue of shares of 
nominal or par value. There would seem to be no reason 
however why they could not be applied with equal effect 
to the issue of shares without nominal or par value. The 
provision authorizing the issue of shares of no par value 
“for such consideration as may be fixed by the board of 
directors” might be amended to read thus: “for such cash 
consideration as may be fixed by the board of directors or 
for such consideration payable in property or services which 
the directors may determine by express resolution to be in 
all the circumstances of the transaction the fair equivalent 
of cash to the amount of the consideration agreed upon.” 

There is certainly equal need of safeguarding the share- 
holders and creditors of a company in connection with an 
issue of no par value shares as of one of shares of nominal 
or par value. 


SUGGESTED SYSTEM FOR A SOCIAL WELFARE 
AGENCY 


By Milton Howard, Chartered Accountant, 
Winnipeg 


Autnouce present day conditions have forced the 

various governmental units to assume a number of 
services formerly carried on by privately financed social 
agencies the need for the specialized service supplied by 
those agencies still exists. As the agencies generally are 
dependent on public spirited individuals for their financial 
support it is highly essential that they be operated on an 
economical and business-like basis. In this connection there 
is perhaps no subject of more vital interest to those con- 
cerned with the management of these agencies than that of 
ways and means of controlling operations. 

Every business needs a basis upon which it may de- 
termine its financial policy and, after that policy is deter- 
mined, a yard-stick by which its progress in terms of its 
determined policy may be measured. This applies to the 
business of our social agencies just as much, if indeed not 
more than it does to those firms or institutions which we 
generally speak of as “business.” It is now generally agreed 
that one of the most effective means of controlling opera- 
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tions is by means of a budget system. The accounts them- 
selves show what has happened in the past while the budget 
shows what is expected to happen in the future having 
regard to known factors. 


Budgetary control has long been practised by govern- 
ment units, educational institutions, and similar organiza- 
tions, and in recent years many charitable and semi-chari- 
table institutions, including a number of Young Men’s 
Christian Associations and Young Women’s Christian As- 
sociations, have adopted this plan of procedure. Where the 
system has been adopted and an earnest attempt made to 
live within the provisions of the programme laid down much 
good has resulted. 


In connection with Y.M.C.A. or Y.W.C.A. activities it 
may be stated that control by means of the budget method 
enables the executive to place responsibility, to regulate 
controllable expense according to income, to co-ordinate the 
activities of the various departments, and it further pro- 
vides a convenient yard-stick by which to measure actual 
accomplishment. Control through the budget, while it 
should not be considered a cure-all for all ills in manage- 
ment, provides a safety signal in pointing out unfavourable 
trends, often permitting of adjustments before avoidable 
commitments are entered into. 


Departmental Organization 


One of the early steps to be taken prior to beginning 
the real work of installing budgetary control is the setting 
up of a definite plan of organization. The head of each 
department should be instructed as to the functions of that 
department and where and to what extent it combines with 
the remaining departments to enable the institution to func- 
tion as a whole. The operations of each department must 
be kept separate and distinct. There must be a positive 
responsibility for performance of every act involved in 
carrying out the operating programme. The position and 
responsibility of each department head is clearly outlined 
and the scope of his authority is not left to chance. Under 
this plan each department head must exert his best effort 
to fulfil his own end of the programme and it will be found 
in actual practice that he has little time to worry about 
his associates. 
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Accounting System 


The soundness of the organization having been assured 
the next step is the installation of an accounting system 
properly designed to classify, record and report the finan- 
cial operations and results along the lines upon which the 
organization operates. The co-ordination of all three should 
automatically follow. The effectiveness of the system lies 
in unification of the thought and effort used in its ap- 
plication. 

The following is a brief outline of a suggested accounting 
system for a Y.M.C.A. or Y.W.C.A. of medium size. Adap- 
tations will require to be made to meet special or local con- 
ditions but generally speaking the system outlined can be 
followed to advantage without any drastic adjustments. 


General Ledger—The general ledger should be a stock 
size loose leaf ledger. In order to standardize the accounts 
throughout the organization the classification of accounts 
shown hereunder is suggested. The balance sheet accounts 
will be designated by numbers from 10 to 200 in groups of 
10, while the income and expenditure accounts will com- 
prise the 200 and 300 series respectively: 


Cash in Bank and on Hand 
10. Bank—Current account 
11. Bank—Savings account 
12. Petty cash—General office 
13. Petty cash—Dining room 
Accounts Receivable 
20. Accounts receivable—Permanent boarders 
21. Accounts receivable—Transients 
22. Accounts receivable—Hall rent 


Inventories 
30. Dining room supplies 
31. Extra linen supplies 


Prepaid Expenses 
40. Unexpired insurance 
41. Prepaid water rates 
42. Prepaid interest 
Fixed Assets 
50. Real estate 
51. Buildings 
52. Furniture and equipment 
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58. Dining room equipment 
54. Gymnasium equipment 
Endowment Assets 
60. Stocks and bonds 
61. Buildings 
62. Equipment 
Advances 
70. Advances to general fund 
Notes Payable 
110. Notes payable—Bank 
111. Notes payable—Trade 
112. Notes payable—Other 
Accounts Payable 
120. Accounts payable—Trade 
121. Accounts payable—Special 
122. Accounts payable—Other 
Accrued Expenses 
180. Accrued taxes 
131. Accrued interest 
Mortgages and Bonded Debt 
140. Mortgage payable 
141. Bonds outstanding 
Deferred Income 
Hi 150. Room rents paid in advance 
Hi 151. Fees paid in advance 
152. Memberships paid in advance 
Special Contributions Unexpended 
160. Special contributions unexpended 
Endowment Funds | 
i| 170. Building endowment 
| 171. Maintenance endowment 
Hi General Surplus 
180. General surplus 
Special Surplus 
190. Invested in fixed assets 
Income 
210. 
i Expenditure 
310. 


eR ASRS 
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From the foregoing it will be observed that all accounts 
of like nature are grouped under one heading. The num- 
bers allocated to the accounts will cover those generally in 
use. Where an association has an account not specifically 
listed in the tabulation the account should be included under 
the appropriate main heading and given a number follow- 
ing, while on the other hand if any account shown is not 
required the numbers should be shifted up to suit the par- 
ticular case. All accounts should, however, be numbered 
within the range covered by the principal captions. 

A trial balance of the general ledger should be taken 
monthly. 

Cash Receipts Register—This record should be a loose 
leaf columnar record with a sufficient number of columns 
to take care of the accounts more generally used. The 
record should be written up daily from the summary of 
receipts in the duplicate receipt book. Items received but 
for which no specific column has been provided would be 
entered in the “General” column with appropriate details. 
All cash received should be deposited intact daily. The 
total cash received would be entered in the “Total” column 
and this would agree with the amount deposited in the bank 
as recorded in the “Bank Deposits” column. At the end 
of each month all columns should be footed and cross-bal- 
anced and the totals of the individual columns, other than 
the “General” column, posted to the relative accounts in 
the general ledger. The “General” column would be posted 
in detail. 

Voucher Register—This record should also be a loose 
leaf columnar record with a sufficient number of columns 
to record the various expenditure accounts. The voucher 
record will be written up from the voucher jackets and 
in the majority of cases it will be found sufficient if this 
work is done monthly. Occasionally it will be found neces- 
sary to pay certain invoices before the end of the month 
and in such instances before making payment the usual 
voucher jacket must first be prepared and entered in the 
voucher register. Where no column is provided for any 
specific class of expense or disbursement the amount of 
the item would be entered in the “General” column with 
appropriate details. After all entries have been made at 
the end of each month all columns will be footed and cross- 
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balanced and the totals of the individual columns, other than 
the “General” column, posted to the relative accounts in 
the general ledger. The items in the “General” column 
would be posted in detail. As cheques are issued the cheque 
number should be entered in a column provided in the 
voucher register opposite the particular voucher for which 
payment is being made as an indication that the specific 
voucher is paid. Unpaid accounts at any given time will 
comprise the items against which no cheque number has 
been inserted. This should be proved monthly by listing 
the amounts of the open items and ascertaining that the 
total thereof is in agreement with the balance shown in 
the “Accounts Payable” account in the general ledger. 

Cheque Register—This would consist of the usual simple 
form of cheque register. Cheques should be drawn only 
when an account is to be paid. As each cheque is issued 
the necessary particulars would be entered in the cheque 
register and, as explained in a previous paragraph, the 
cheque number would be inserted in the column provided 
in the voucher register. At the end of each month the 
columns should be footed and cross balanced and the totals 
posted to the relative accounts in the general ledger. 

Journal—The journal may be a stock loose leaf or bound 
journal. Entries of a nature for which no provision is made 
in the other books of account, including adjusting and clos- 
ing entries at the end of the month or at other times as 
required, should be passed through the journal. Each entry 
should include the appropriate explanation and bear the ap- 
proval of a responsible official. 

Duplicate Receipt Book—A receipt should be issued for 
all moneys received. This rule should be strictly enforced. 
The receipt book should be in duplicate sheet form (a 
number of individual receipts making up one sheet) the 
duplicate copy being completed at the same time as the 
original by means of a carbon inserted between the two 
sheets. The original receipt would be given to the payee 
while the duplicate (carbon copy) would be retained in 
the book as part of the permanent records. The various 
items received each day would then be summarized under 
the relative headings on the back of a previous duplicate 
sheet and the totals only posted daily to the cash receipts 
register. In the event a receipt is to be cancelled, destroyed, 
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or not issued for any reason the original should be pasted 
to the duplicate sheet. 

Other Records—lIn addition to the regular books of ac- 
count certain forms and records will be required. Particu- 
lars of the more important of these, together with a brief 
summary of the accounting procedure to be followed, are 
submitted hereunder. 

Register Cards—Guests upon entering are required to 
register at the desk giving particulars as to name, place of 
residence, probable length of stay, and any other pertinent 
particulars. The cards should be numbered in series, pre- 
ferably a new series being started at the beginning of each 
year. 

Guest Account Cards—As soon as a guest has registered 
a guest card is prepared. If the guest arranges to enter as 
a “permanent” boarder the card is so noted and an account 
opened in the permanent guest ledger. Should the guest 
be a “transient” guest the card is used as the ledger account 
for that guest. For each day he remains in residence an 
additional charge is entered on the card. Payments re- 
ceived are entered thereon as received and the balance 
extended. 

Guest Permanent Ledger—This record comprises a series 
of quarterly account statements prepared in duplicate. On 
a designated day each week the accounts are entered up 
to date by recording the appropriate charge and extending 
the new balance. Payments received are entered daily 
from the duplicate receipt book. The accounts should be 
reviewed weekly and statements requesting payment of 
amounts owing given to such guests as are in arrears. In 
addition each quarter the original of the quarterly state- 
ment showing the transactions for the quarter is submitted 
to each guest for verification. In order that proper charges 
may be included in the general ledger accounts a journal 
entry setting up the amount earned is prepared at the end 
of each month. 

Housekeeper’s Daily Repori—The housekeeper’s daily 
reports are provided to maintain control of income from 
room rentals. A notation is made on this report as to the 
rooms which were occupied or vacant when the rooms are 
made up each morning. The report is checked against the 
permanent guests ledger and the transient guest cards to 
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verify that a charge is made for each room occupied. This 
check is made by some one independent from the cashier’s 
department. Any difference noted should be immediately 
investigated and adjusted. 


Physical Training and Other Membership Cards—Num- 
bered membership cards covering the various activities 
should be issued when payment for the service is received. 
A new series of cards should be started each season. The 
proceeds from the sale of tickets should be verified by com- 
parison with the duplicate receipt book and all unsold tickets 
should be accounted for at convenient intervals. 

Pay Roll Record—These records are maintained by the 
official in charge of the institution and contain particulars 
of salaries and wages payable. The relative sheets for 
each pay roll period should be signed by the official as evi- 


dence of approval of the disbursement. 


Voucher Jacket—Creditors’ invoices for supplies, ex- 
penses, etc., should be checked by the proper official as to 
the receipt of goods, prices, etc., as soon as possible after 
the receipt of the merchandise or service. For this pur- 
pose a rubber stamp designed to indicate the information 
desired and providing space for the initial of the person 
approving the charge should be impressed on each invoice 
as received. The invoices from each creditor should be col- 
lected at the end of each month (or earlier if payment is to 
be made earlier) and a voucher prepared for the total 
amount due each. All invoices and other data supporting 
any voucher should be securely fastened to the voucher 
jacket. The voucher jacket should provide for approval 
by the proper official and the distribution of the amounts 
charged. As the vouchers are prepared they should be num- 
bered and entered in numerical sequence in the voucher 
register and filed in the “unpaid voucher” file. Vouchers 
are transferred from the “unpaid voucher” file to the “paid 
voucher” file at the time of payment of the relative voucher. 
The unpaid vouchers should be listed at the end of each 
month and the total agreed with the accounts payable con- 
trol in the general ledger. 

Imprest Funds—Petty cash funds should be maintained 
in the general office, dining-room, or other departments as 
required. A receipt should be obtained for every disburse- 
ment from the funds and the relative fund should be re- 
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imbursed weekly or from time to time as required. The 
reimbursement should be for the exact amount of the pay- 
ments made in order that the funds may be brought back 
to the original amount. 

Pledges—Because of the impossibility of determining the 
amount which will be collected on account of pledges for 
contributions it is usually desirable to record contributions 
in the regular accounts only at the time the cash is actually 
received. Where there has been a campaign for pledges 
an independent control record should be maintained. Un- 
paid pledges should be reviewed from time to time by re- 
sponsible officials and such pledges as may be deemed un- 
collectible written off on their authority. 

Installation and Operation of Budget 

Having dealt with the personnel and regular accounting 
system the next matter for consideration is the installation 
and operation of the budget. 

In instituting the budgetary system it is of the utmost 
importance that each department manager who has to do 
with its preparation and operation shall understand it, ap- 
preciate its helpful qualities and believe in it. In the early 
stages of its operation there may be a general objection 
or resistance on the part of those concerned because they 
are being asked to put down in black and white an estimate 
of expenditures for supplies or expenses and that they will 
be expected to operate on the basis of the forecast. At this 
point it should be plain that a system which, by its very 
nature, compels each department manager to operate his 
department within very definite bounds or give an intelligent 
reason why not, is a system of worth and merit. It may 
take time and patience to convince all that such a system 
is good not only for the institution but for themselves as 
individuals. In this connection it may be explained to those 
concerned that it will enable each one to show his ability 
and bring his performance before those responsible for the 
general control of the institution. 

The budget should include a separate section for each 
operating department and also a section for the general 
income and expenditure of the institution representing 
items which do not apply to the individual departments. 
The budget estimates for the period to be covered by the 
budget should be prepared by the person in charge of the 
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relative department. The estimates should be prepared in 
detail on forms provided for that purpose and should be 
based on previous experience and the probable requirements 
for the coming period under consideration. In this con- 
nection it is of the greatest importance that the classifica- 
tion of all budget income and expenditure should be in the 
same form as the regular accounting classification. 

The individual departmental budgets should be approved 
by the various committees concerned and submitted to the 
finance committee for review and compilation into a com- 
plete budget for the institution. If, upon review, changes 
are deemed necessary they should be made in consultation 
with the head of the department concerned. The finance 
committee after final consideration of the completed budget 
will then pass it on to the board of directors for its approval 
and adoption. Provision should be made for necessary con- 
sultation between the board, the finance committee, and 
the various committees responsible for the activities of the 
institution. 

When the budget has been formally adopted by the 
board of directors each department should be expected to 
operate within and according to the approved budget for 
the period. It should be understood, however, that a budget 
expenditure item is a maximum authorization for expendi- 
ture for the period but it is not an appropriation in the 
sense that the total amount must be spent. Budgetary con- 
trol provides for a comparison of the figures indicating cur- 
rent performance against predetermined goals. Provision 
should be made for essential budget transfers or adjust- 
ments, when unforeseen developments occur, by proper ap- 
plication to the finance committee. This provision permits 
of flexibility of the budget but retains the essential feature 
of control. 

As soon as the budget has been formally adopted a 
schedule should be prepared for each department apportion- 
ing the amount authorized for each item over the several 
months of the period of the budget. This apportionment 
is made on the basis of past experience and future expecta- 
tion for the different months of the period covered having 
regard to all known factors. It is a fact that income and 
expenditure for certain departments is much greater in 
some months than in others and the budget outline will 
be made accordingly. Comparisons will be made at the end 
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of each month between the actual and estimated perform- 
ance and any necessary revisions put into effect. 

The foregoing remarks are not intended to be all-inclu- 
sive but are submitted in the hope that they may prove of 
interest in a field of accountancy which is only in its 
infancy. 


THE 1937 ESSAY COMPETITION 


The Editorial Committee has experienced much satisfac- 
tion with the results of the annual essay competition in re- 
cent years and, to encourage further efforts of the young 
graduates of the provincial Institutes, offers this year two 
prizes—one for $50 to be awarded to the person whose essay 
in the opinion of the judges receives the highest grading 
in the contest, and a second prize of $35 to be awarded to 
the person whose essay receives the second highest grading. 
Each contestant, as was the case in last year’s competition, 
will make his own choice of an accounting subject. Fol- 
lowing are the rules of the Competition: 


Rules 


(i) All who have passed the final examination of one 
of the nine provincial Institutes since lst Jan- 
uary 1932 are eligible for the contest. 

(ii) The essay must be sent in duplicate—i.ec. with a 
carbon copy thereof—to reach the Editor by 1st 
December 1937. 

(iii) The essay should be typewritten on letter-size 
paper (814 x 11) on one side only, in double 
spacing, and, if possible, should not exceed 4,000 
words in length. (A typewritten page with 
double spacing contains about 250 words.) 

(iv) When authorities are quoted, reference thereto 
should be indicated in a footnote, giving volume 
and page. 

(v) The name and address of the sender must be sent 
in a SEALED ENVELOPE accompanying the 
essay; the subject of the essay should appear 
on the envelope. (over) 
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(vi) The decision of the judges in the Competition shall 

be final 

(vii) The Editorial Committee reserves the right to 
reproduce in THE CANADIAN CHARTERED ACCOUNT- 
ANT any one or more of the essays submitted. 

(viii) All essays should be sent to The Editor, THe Can- 
ADIAN CHARTERED ACCOUNTANT, 10 Adelaide 
Street East, Toronto. 


SECOND CONFERENCE ON CANADIAN-AMERICAN 
AFFAIRS 


N a five-day session (June 14 to 18) at Kingston, Ontario, 
various aspects of the economic, political, social and 
cultural relations between Canada and the United States 
were discussed. About two hundred persons, representa- 
tive of various activities in both countries, took part, the 
occasion being the Second Conference on Canadian-American 
Affairs, under the auspices of Queen’s University, The St. 
Lawrence University, and the Carnegie Endowment for 
International Peace. The general meetings dealt with such 
subjects as tariffs and movements of trade, financial inter- 
relationships, geographical factors, movements of popula- 
tion, cultural trends, labour organization and foreign policy ; 
and the conference was also honoured by the presence of 
His Excellency, Right Honourable Lord Tweedsmuir, Gov- 
ernor-General of Canada, at a luncheon over which Owen 
D. Young, Chairman of the Council of the Conference, pre- 
sided. 

The advantage of periodic gathering vu Canadians and 
Americans for more or less formal discussion of common 
problems is manifest and the quality of the papers delivered 
was of a high order. Of particular interest to those who 
attended were the papers by Professor W. W. MacLaren, 
of Williams College, and W. H. Moore, M.P., dealing with 
the Canadian-American trade agreement in its relation to 
the larger external trade policies of each country. Of 
lively interest also were the papers on Labour Organiza- 
tion by Ernest Ingles, Canadian Vice-Chairman of the In- 
ternational Brotherhood of Electrical Workers, and Isador 
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Lubin, United States Commissioner of Labour Statistics, 
which provoked interesting discussion from Miss Mary Van 
Kleeck, Director of the Department of Industrial Studies 
of the Russell Sage Foundation and from Professor H. A. 
Logan of the University of Western Ontario. The excel- 
lent papers read during the conference will undoubtedly be 
published in permanent form at some later date, and space 
is not available here to review them completely. 

In some respects the conference provided evident con- 
trasts. In a sense the American delegates did not seem to 
have so great an awareness of Canadian problems as did 
Canadians of American problems, but it was also rather 
interesting to note that the Americans, coming from a na- 
tion regarded by many as an isolationist country, were the 
more vehement in their acknowledgement of the general 
need for international amity. 

Professor W. A. Mackintosh, of Queen’s University, to 
whom was assigned the task of summarizing briefly the 
trends of discussion, covered the conference in a neat ad- 
dress. Emphasizing that Canada is on the shorelines of 
the North American continent, he pointed out that the 
effects of United States action tend to be magnified in 
Canada and exert a strong influence upon Canadian policy. 
Thus a change in the tariff on cattle, which might pos- 
sibly be of minor significance in the United States, would 
have a significant effect in Canada. Similarily, our whole 
gold industry would be strongly affected by a change in the 
United States price of gold. The international contacts of 
the United States, he pointed out, tended to be of relatively 
minor significance in the domestic life of that nation, where- 
as Canada comes more quickly into the international frame- 
work. 

Professor Mackintosh also suggested that the experi- 
mental mood of the American people in recent years has 
had only a moderate reflection in Canada. In a country of 
large resources, such as the United States, experiments in 
control can persist for a considerably longer time than in 
a country such as Canada. 

In brief, the United States can emphasize its domestic 
interests in the management of its affairs without neces- 
sarily realizing the full implications of its creditor status 
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and the effects of its international actions upon less power- 
ful and more dependent countries. 

Within the natural limitations affecting the complete 
success of any Canadian-American conference, it cannot be 
concluded that the recent gathering was anything but help- 
ful. There was little evidence of wishful thinking, and the 
realities of the relationships were stressed, not only in the 
more formal conferences but in the informal discussions 
that followed. It is to be hoped that the meetings of good 
neighbours will continue as the occasion warrants. 


Courtland Elliott 


Toronto, 22nd June 1937. 








GENERAL NOTES 


GENERAL NOTES 
Our Contributors This Month 


All of our contributors this month are familiar to 
readers since other articles by them have previously ap- 
peared in THE CANADIAN CHARTERED ACCOUNTANT. JOHN EATON 
Brower, who is a member of the Ontario Institute, wrote 
on the “Accounting System for a Bakery,” in the issue 
of January 1934, and on “Some Problems of University 
Accounting” in that of May 1936. During the past year 
he spent some time in New York with the firm of Lybrand, 
Ross Bros. and Montgomery. J. Grant Guassco, whose ad- 
dress on “Business Investigation” was published in the De- 
cember issue, writes on “Lawyers’ Accounts” this month. 
Mr. Glassco has given a number of lectures on accounting 
at Osgoode Hall, Toronto, and his paper on this subject 
will be of special benefit to those engaged in lawyers’ of- 
ficés. Mitton Howarp, a member of the Institute of Char- 
tered Accountants of Manitoba, wrote on “Accounting as 
an Aid to Industry” in our issue of September 1936, and 
this month deals with a “Suggested System for a Social 
Welfare Agency.” He has also published articles on grain 
marketing and grain trade accounting as well as a digest 
of the companies acts of Manitoba and the Dominion. 
CHARLES E. Waker, professor of accounting at Queen’s 
University, Kingston, contributed to our issues of August 
and December 1933 when he discussed the manipulation of 
the common share and shares of no par value. He is the 
author of a number of books among which are “Business 
Law” and “Accounting Principles and Bookkeeping Pro- 
cedure” (Parts 1 and 2), and is co-author with Professor 
Smails of “Accounting Principles and Practice.” 


Accounting Congresses in France and Italy This Year 

During the International Congress on Accounting held 
in London in 1933 the question of the place where the next 
International Congress should be held was referred to the 
Executive Committee of the Congress. In its session of 
20th July 1936 the Committee of the Fourth International 
Congress on Accounting accepted the invitation of Germany 
to the International Congress on Accounting to convene in 
Berlin in 1938. As announced in last month’s issue, the 
next meeting will be held in Berlin in September 1938. 

Recently the accounting associations in both France and 
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Italy announced international congresses in their respec- 
tive countries and have issued invitations to the members 
of the Dominion Association to be present. The Congress 
in France is to be held at Paris 16th to 19th September 
1937, and that in Italy 23rd to 25th September 1937 at 
Rome. oe 


QUEBEC NOTES 


Consolidation of Municipal Tax Arrears in the 
Province of Quebec 


At the 1937 session of the Quebec legislature which has 
just closed, Bill No. 59 was passed, providing for the con- 
solidation of municipal tax arrears. The provisions of the 
bill as finally passed may be briefly summarized as follows: 

Application of the Act—It is provided that every muni- 
cipal and school corporation may, within six months from 
the time the Act is assented to (27th May 1937), by resolu- 
tion, make provision for the consolidation of arrears of taxes 
in their own municipalities. The arrears of taxes to be 
affected are those owing upon real estate which have be- 
come due and payable between the 3lst day of December 
1930, and the first of January 1937, including interest ow- 
ing thereon and all costs and expenses attached thereto. 
Any ratepayer desiring to consolidate arrears of taxes must, 
within two months from the adoption of any resolution of 
the municipality providing for consolidation of tax arrears, 
give written notice to the corporation of his intention to 
consolidate his arrears of taxes. He must then pay, if they 
are outstanding, the taxes imposed since lst January 1937, 
and those payable prior to 1st January 1931, which have not 
been extinguished through lapse of time. 

Provision for Payment—Upon compliance with the con- 
ditions mentioned, the taxpayer will be permitted to pay 
the arrears outstanding by annual instalments, together 
with the current taxes and interest on arrears at the rate 
of 5%. The amount of such instalment will be equivalent 
to 20% of the amount of the taxes imposed according to 
the last assessment roll prior to consolidation. If such pay- 
ments are insufficient to pay the whole amount of arrears 
within twenty-five years, the balance must be made up 
on the 25th instalment. The taxpayer will also have the 
right to pay the whole or any part of the amount owing 
in advance. 
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Provisions in the Event of Defawlt—Upon the failure of 
a taxpayer to make any payment required under the ar- 
rangements for consolidation, within three months from 
the date of payment, the whole amount of the arrears will 
become due and payable and will be a charge upon the 
property. The secretary-treasurer or clerk of the muni- 
cipality must then proceed within fifteen days to give no- 
tice of sale of the property by public auction. 

Application of the Moratorium Act—It is provided that 
the owner of property shall be deemed to have paid his 
taxes as required by the Moratorium Act of 1936 if he has 
made arrangements for consolidation and is not in default. 
This also applies where an owner has received notice, either 
under the Moratorium Act of 1933 or that of 1936, that suit 
will be commenced by a mortgagee to realize upon his 
security. During the period of thirty days from the com- 
ing into force of the Act, the owner may avail himself of 
the provisions of the Moratorium Act, even where a mort- 
gagee has followed up his notice by bringing suit, although 
the costs of the suit must be borne by the owner if it was 
brought prior to 15th April 1937. 

Taxes Paid with Subrogation—Where taxes have been paid 
by a third party with subrogation, the amount of these 
may nevertheless be brought under a consolidation scheme 
as if they were due to the corporation itself. In order to 
include these accounts, the taxpayer must give to the cor- 
porations the name and address of the subrogated third 
party. In cases where this arrangement is made, the cor- 
poration must remit to the subrogated third party the an- 
nual amount received from tax arrears within thirty days 
of its receipt, until the claim of the subrogated third party 
is satisfied. 

Loans against Tax Arrears—A municipality which has 
made provision for consolidation of tax arrears is author- 
ized to borrow, subject to the approval of the Quebec Muni- 
cipal Commission and the Minister of Municipal Affairs, 
Trade and Commerce, up to the amount of its consolidated 
arrears of taxes, at a rate not exceeding 5%, repayable with- 
in twenty-five years. The amount which may be borrowed 
includes arrears of taxes paid with subrogation which have 
been consolidated. If a loan is raised in this way, the 
corporation must remit to the subrogated third party with- 
in thirty days the amount which has been paid to it by such 
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third party on behalf of the taxpayer. This will apply in 
favour of mortgagees who have paid taxes to protect their 
security. G. R. G. Baker. 


PROVINCIAL NEWS 
ALBERTA 

Mr. George E. Winter, F.C.A., Vancouver, President of 
The Dominion Association of Chartered Accountants, and 
Mrs. Winter, were guests of the Calgary members of the 
Institute of Chartered Accountants of Alberta on Monday, 
17th May, and of the Edmonton members on Friday. 

The Dominion President gave an interesting report of 
the varied activities of the Dominion Association during 
the past year and referred to other matters receiving the 
consideration of the Executive Committee chief among 
which are the revision of the by-laws of the Association 
to be presented at the next annual meeting and the pro- 
posed international congress on accounting to be held in 
Canada some five years hence. 

The thirty-fifth annual meeting of the Dominion As- 
sociation is to be held in August in Vancouver, and the 
President extended a hearty invitation to the members to 
be present. ‘ceded 
BRITISH COLUMBIA 

On Tuesday, May 11th, the Council of the Institute of 
Chartered Accountants of British Columbia held a luncheon 
meeting at which Mr. George E. Winter, F.C.A., the Presi- 
dent of the Dominion Association of Chartered Account- 
ants, and Mr. W. S. Buttar, F.C.A., were present. The 
meeting was called for the purpose of considering certain 
proposed amendments to the by-laws of the Dominion As- 
sociation which are to be submitted at the annual meeting 
to be held in August of this year in Vancouver. 

The proposed amendments, which were adopted by the 
Institute Council with minor modifications, were drafted 
by a committee appointed by the Council of the Dominion 
Association. British Columbia members of the committee 
were Messrs. George E. Winter and W. S. Buttar and the 
late W. R. Carmichael. 

Subsequently Mr. Winter left for Alberta, Manitoba and 
Saskatchewan to present the proposed amendments to the 
Institutes of those provinces. 
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Progress is being made by the committee in charge of 
the arrangements in connection with the annual meeting 
of the Dominion Association. 


MANITOBA 


A representative gathering of members of The Institute 
of Chartered Accountants of Manitoba was present at a 
luncheon tendered to Mr. George E. Winter, President of 
The Dominion Association of Chartered Accountants, who 
made an official visit to Manitoba on the 19th May last. Mr. 
Winter reviewed for the members the activities of the 
Executive of the Dominion Association and discussed other 
matters of interest, also urged as many as possible to attend 
the annual meeting to be held in Vancouver next August. 
Mr. Winter also took time to discuss with several of the 
members of the Council matters affecting the profession 
in Manitoba. 

The members of the Manitoba Institute greatly appre- 
ciated the opportunity thus afforded of meeting Mr. Winter 
personally. 


QUEBEC 


Over one hundred members were present at the annual 
meeting of the Society of Chartered Accountants of the 
Province of Quebec held in the Royal Bank Building at 
10.30 a.m. June 18th. The President, Kenneth W. Dalglish, 
presided. 

The report of the President and Council showed that 
splendid progress had been made by the Society during 
the year. An important event was the securing of larger 
premises for the Society in the Canada Cement Building, 
Philips Square, and the removal of the library and offices 
thereto on 1st May last. 

The following candidates having satisfied the require- 
ments with respect to term of service and examinations 
were admitted to membership at the annual meeting: B. M. 
Adair, D. Aizer, A. G. Allan, F. V. Anderson, B.Com., Miss 
E. Bancroft, E. G. Black, D. Butterfield, B.Com., A. C. 
Byers, B.Com., J. G. Dodd, B.Com., K. P. Farmer, B.Com., 
M. Farrell, B.Com., J. B. Fisher, B.Com., A. K. Hargrave, 
A. V. Harris, B.Com., S. B. Hodgins, B.Com., H. B. Kirk- 
hope, A. Leroux, B.Com., J. F. Lewis, B.Com., J. J. Mac- 
donell, H. W. Margolese, N. Messer, J. M. Miller, R. E. 
Miller, J. H. McMahon, L. M. Nelson, B.Com., P. K. Nutt, 
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B.Com., H. I. Ross, D. Rothenberg, Miss S Routtenberg, 
B.Com., A. C. Shackell, B.Com., W. A. Smyth, B.Com., C. E. 
Stewart, R. Venor, A. H. Wait, B.Com., M. L. Watt, B.Com., 
and S. Weisbord. The winners of the War Memorial prizes 
are as follows: First prize, J. J. Macdonell; second prize, 
P. K. Nutt. 

R. S. Aitken, a member in good standing of the Society 
of Accountants in Edinburgh, and Hugh L. Gordon, a mem- 
ber in good standing of the Institute of Chartered Accoun- 
tants of Ontario, were admitted under by-law 5. 

The thirty-eight new members were welcomed by the 
President who stressed the importance of the place held by 
the profession in the industrial and financial world today. 
Knowledge and integrity, he said, were the keynotes of 
their calling. 

On the recommendation of Council, the Admission fee 
of the Society was fixed at the sum of $100.00 and the 
Registration fee at $50.00, the latter to be applied against 
the Admission fee. An annual fee of $5.00 was fixed for 
renewal of registration, this fee to include membership 
in the Students’ Society and subscription to THE CaNapIAN 
CHARTERED ACCOUNTANT. 

Following are the officers and the members of Council 
for the year 1937-38: President, Guy E. Hoult; First Vice- 
President, Maurice Samson; Second Vice-President, Alex. 
Ballantyne; Secretary-Treasurer, Robert Wilson; Members 
of Council (Retiring in 1938) H. C. Hayes, H. G. Norman, 
R. C. Stevenson, F. P. Turville and Lindsay P. Webster; 
(Retiring in 1939) J. Fulton Camelford, C, F. Elderkin, 
Jean-Paul Gauthier, George Hunter and C. F. Ritchie. 

Austin H. Carr, Secretary-Treasurer of The Dominion 
Association of Chartered Accountants, who was a guest of 
the annual meeting, brought greetings from the Dominion 
body and outlined some of the activities of the Association, 
and invited the members to the annual meeting to be held 
in Vancouver in August. 

Approximately one hundred members of the Society took 
part in the golf game held in the afternoon and the dinner 
in the evening at the Mount Bruno Golf and Country Club. 
The George C. McDonald cup, presented for inter-office team 
play competition, was won by a team representing the office 
of Messrs. Sharp, Milne & Company. 
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Twenty-four students, representing the various offices, 
were entertained by the Society, and golf prizes were pre- 
sented by the immediate past President, Mr. Dalglish, to 
the winning students’ team, representing Messrs. P. S. 
Ross & Sons. 


SASKATCHEWAN 


Regina—Mr. G. E. Winter, President of The Dominion 
Association of Chartered Accountants, accompanied by Mrs. 
Winter, arrived in Regina in the morning of May 18th, 
where they were met by Mr. Walter C. Jeffery, the Vice- 
President, Mr. W. E. Hodge, the Secretary-Treasurer, and 
some members of the Council. After their arrival they 
were taken for a drive around the city to see the chief 
points of interest. 

The President was entertained at a luncheon by mem- 
bers of the Council at the Assiniboia Club, where he dis- 
cussed with the Council matters of interest in connection 
with the work of the Dominion Association. A general dis- 
cussion ensued. Meanwhile, the ladies entertained Mrs. 
Winter at luncheon, also at the Assiniboia Club, and at 
4 o’clock Mrs. E. C. Gerry gave a tea at her home for Mrs. 
Winter and the ladies. 

The Regina Chartered Accountants’ Club arranged their 
monthly meeting for the day of the President’s visit, and 
issued invitations to all members in the south to attend 
this meeting to become acquainted with the President and 
hear his address. This was also held at the Assiniboia 
Club, with dinner at 6.30 p.m. 

The President addressed the gathering mainly on Do- 
minion matters, giving a brief history of the Dominion 
Association from its inception to the present day, and dis- 
cussed the relationship of the Association to the various 
Provincial Institutes, touching upon the Association’s ac- 
tivities in connection with the educational activities, 
reciprocal relations, etc. and made suggestions along these 
lines for consideration by the provincial bodies. Mr. R. R. 
Thomas proposed a vote of thanks to the President, which 
was received with applause and duly acknowledged by Mr. 
Winter. 

Saskatoon—Mr. G. E. Winter, accompanied by Mrs. 
Winter, visited Saskatoon on May 12th. In the morning 
Mr. Winter met the Provincial President, Mr. J. H. Thomp- 
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son, and members of the Council resident in Saskatoon, and 
discussed with them matters relative to the Dominion 
Association. 

At noon the members of the profession resident in Sas- 
katoon tendered a luncheon to Mr. Winter at The Bess- 
borough Hotel. Mr. Winter addressed the gathering and 
afterwards discussed matters of general interest. He 
traced the history of the Dominion Association from its 
organization in 1902, and gave an interesting résumé of 
the reorganized body which took in the existing provincial 
institutes, and outlined the benefits which accrued there- 
from. The matter of the amendment to the Dominion As- 
sociation By-laws, with special reference to the representa- 
tion of the various societies on the Dominion Council, was 
mentioned. Mr. Winter also outlined to the members what 
had been done with reference to the proposed International 
Congress on Accounting to be held in Canada in 1942. He 
stressed the importance of such a congress to the Account- 
ing profession. A general discussion took place in regard 
to the responsibility of the various institutes for educa- 
tional activities, directing the course of studies for students, 
etc. 

The lady members of the Institute, and wives of mem- 
bers of the Council, entertained Mrs. Winter at luncheon, 
also at The Bessborough. 

In the afternoon a reception was held in honour of Mr. 
and Mrs. Winter, at the home of the Provincial President, 
Mr. J. H. Thompson, and Mrs. Thompson, at which members 
of the profession and their wives, university faculty, and 
others were present. 


PERSONALS 


Mr. Spencer H. Over, of Providence, Rhode Island, form- 
erly of Toronto and a member of the Institute of Chartered 
Accountants of Ontario since 1900, was elected President 
of the British Empire Club of Providence for the twenty- 
third time at its Empire Day meeting on 24th May last. 


Messrs. Edward I. Roll & Co., chartered accountants, 
announce that they have moved their offices from the Uni- 
versity Tower Building, 660 St. Catherine Street West, to 
the Marine Building, 1405 Peel Street, Montreal. 
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The Late Homer L. Lord 

The Institute of Chartered Accountants of On- 
tario announces with regret the death of Homer L. 
Lord at his home in Montreal on May 13th last. 

The late Mr. Lord was in practice for himself 
and had completed nearly thirty-two years as a 
member of the Institute, having passed the final 
examination and been admitted to membership 21st 
June 1905. 

The Institute extends to his relatives sincere 
sympathy. 

The Late Charles Archibald Ritchie 

The Institute of Chartered Accountants of On- 
tario announces with regret the death at Toronto on 
May 26th last of Charles Archibald Ritchie after 
an illness of over a year. 

The late Mr. Ritchie was in his 3lst year and 
since his admission to membership on 5th February 
1932 had been in the employ of Messrs. Jenkins & 
Hardy, Toronto. To his mother who survives, the 
Institute extends sincere sympathy. 

The Late Herbert Roland Thompson 

The Institute of Chartererd Accountants of On- 
tario announces with regret the death at Galt, On- 
tario, on 26th May last of Herbert Roland Thompson. 

At the date of admission to membership, 26th 
January 1926, Mr. Thompson was on the staff of the 
Galt office of Messrs. Thorne, Mulholland, Howson 
& McPherson. Latterly he had been in the employ 
of the Riverside Silk Mills of that city. 

The sincere sympathy of the Institute is ex- 
tended to his widow. 

The Late Charles E. White 

The Institute of Chartered Accountants of Man- 
itoba regrets to announce the death of one of its 
members, Mr. Charles E. White, which took place 
after a long illness on 6th May 1937. Mr. White 
had been a member since 1915, when he came from 
Ontario to take charge of the Winnipeg office of 
Messrs. Edwards, Morgan & Co. 
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TERMINOLOGY DEPARTMENT 


The articles in this department, unless otherwise stated, are writ- 
ten by the Chairman of the Terminology Committee. The views ex- 
pressed are those of a majority of that Committee, and therefore must 
not be taken necessarily as those of each member. 


If it should be thought that any article includes too much primary 
or elementary matter, readers are asked to realize that the Committee 
hopes these articles will be of especial value to Students-in-Accounts; 
and it is believed that, to impart a thorough understanding, too much 
emphasis cannot be placed on the fundamental principles on which 
the ideas connoted in the term defined are based. 


SURPLUS (I) 


a this heading it is intended to discuss the terms 

used in The Companies Act, (Canada) viz., Capital Sur- 
plus, Earned Surplus, and Distributable Surplus. The Act 
gives no specific definitions or interpretations of these terms, 
consequently it is necessary to study their meanings from 
their context, and this article and those following are in- 
tended as an endeavour to formulate definitions which will 
be acceptable to the profession and in line with the require- 
ments of the Act. 

To accomplish this it seems desirable to consider, first, 
the unqualified word “Surplus” itself, and afterwards the 
word as qualified by the descriptive adjectives used in the 
Act. 

It often, in fact one might almost say nearly always, 
happens that words taken into the technical language of 
a profession acquire a technical meaning within that profes- 
sion more or less different to their original and common 
meaning, and also frequently different to that ascribed to 
them in some other profession. It is submitted that in the 
use of such words the original and common meaning should 
never be lost sight of; this would appear to be necessary if 
reports which include them are to be properly understood 
by the general reader. 

The following definitions of the word “Surplus’ 
taken from the dictionaries mentioned :— 


“That which remains when use or need is satisfied; more 
than suffices; overplus.”—(Annandale) 

“What remains over; what is not required for the pur- 
pose in hand, esp. excess of public revenue over expen- 
diture for the current year.”—(Concise Oxford) 
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It will be at once noted that these definitions are not in 
accordance with the application given to the word as now 
used in balance sheets. The only “Surplus” within these 
meanings would be that part of the undivided profits ac- 
tually available for the payment of dividends. It might be 
mentioned in this regard that the word very seldom appears 
on balance sheets in Great Britain. 


Moreover, the word may have different applications ac- 
cording to the interests of the reader concerned. To a 
shareholder it is the excess of the value of the assets over 
the liabilities and capital; to a prospective creditor the ex- 
cess of asset values over liabilities only; while a banker 
would probably be more immediately concerned with the 
excess of current assets over current liabilities. 

Balance sheets nowadays are nearly always available to 
interested bankers or creditors as well as to shareholders, 
and accountants are arranging them in such form as to 
facilitate their compiling of figures for their own purposes. 
Nevertheless, balance sheets are drawn primarily for the 
information of shareholders, and while the arrangement 
mentioned is undoubtedly useful to them as well as bankers 
and creditors, “Surplus” must be shown from the share- 
holders’ viewpoint only. Thus, it would appear that as re- 
gards the word itself, without any qualifying adjective, the 
definition given by Smails in the second edition of his 
“Auditing” is very much to the point :— 

“In the broadest sense in which it is used by Account- 
ants and in popular usage the term ‘Surplus’ denotes 
the total excess of assets over liabilities and capital.” 


This definition applies to incorporated companies, and 
before proceeding it may be well to clear the air in this 
regard. In the balance sheets of partnerships or single 
proprietorships the usual practice is to show the owners’ 
interest after adjusting the profits to their proprietorship 
accounts; thus the total proprietorship interest would be 
the actual surplus of assets over liabilities. In the case of 
clubs, associations, societies, etc., the surplus is usually the 
accumulated annual excesses of revenue over expenditures 
less any deficits in any years, there being usually no “Cap- 
ital” in the usual sense; thus, in the balance sheet of such 
an organization, the “Surplus” is simply the excess of assets 
over liabilities. An illustration of this is the annual bal- 
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ance sheet of The Dominion Association of Chartered 
Accountants. , 

This article, then, as indicated in the first paragraph, is 
intended only to deal with limited liability companies, and 
the use of the term “Surplus” as used in their balance sheets. 


The privileges of limited liability have become so com- 
monplace now that they are often lost sight of or ignored. 
Yet it is very important to realize that practically all priv- 
ileges and rights carry corresponding duties. 

Prior to the passing of the 1862 Companies Act in Eng- 
land, with few exceptions each shareholder even in an in- 
corporated company was liable for its debts just as if it 
were a partnership—indeed the 1844 Act expressly imposed 
this liability. Therefore, in passing the 1862 Act, parlia- 
ment had to consider the position of those who may grant 
credit to a company, and one of the duties imposed against 
the privilege of limited liability was that of keeping the 
capital intact; in other words, shareholders could not benefit 
by dividends the payment of which would impair, or further 
impair, the capital. 

Thus arose the saying that dividends can only be paid 
from profits, or, as we have become accustomed to say, from 
“Surplus.” But a surplus may arise from various sources 
and by various ways, and it became necessary to consider 
the forms it may take, and their availability for dividends. 
Judicial pronouncements in this regard form a long series 
both in Britain and on this continent; these, and the exper- 
ience of accountants and others, have resulted in a classifi- 
cation of sources of surplus described in Saliers’ “Account- 
ants’ Handbook,” as follows :— 

1. From contributions by the proprietorship; 

2. From gifts, awards or contributions from others than 
proprietors, where no corresponding service or value 
is rendered or liability created; 

38. From sale of capital assets; 

4. From profits or income earned in operation of the 
business ; 

5. From writing up book value of assets. 

Directors and auditors, long before any specific require- 

ments were made statutory, made a practice of classifying 
Surplus in divisions so that there would be no misunder- 
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standing as to the amount available for dividend purposes. 
In the above classification, it is quite obvious that “5” would 
not accumulate funds for dividends; “4” certainly would; 
“3” is questionable, and will be dealt with in the succeed- 
ing article; and “2” and “1” would depend on circumstances. 

The statutory terms under discussion make it obligatory 
to classify Surplus to the extent which the words and their 
context imply, and so far as “Capital Surplus” and “Earned 
Surplus” are concerned, nothing new, speaking generally, 
is introduced except certain procedure in connection with 
redeemable preferred shares. “Distributable Surplus,” as 
described by the Act, is a new term. It might better be 
called “Contributed” Surplus, and the term “distributable” 
as used does not necessarily mean that surplus funds are 
on hand to this extent. 

The next article in this department will be an attempt 
to define and explain specifically the three terms under dis- 
cussion. 


JuLy, 1937. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


It is strange that the events of the 1926-29 stock market 
boom and subsequent collapse have not convinced the world 
of the futility of “appraisals” of fixed assets, but that such 
is the case is evidenced by the continued solemn discussion 
of alternative bases (alternative, that is, to the conven- 
tional depreciated cost basis) by all manner of people who 
ought to know better. A fixed asset, once it is installed 
in a particular site, as a part of the aggregate which con- 
stitutes a working plant, cannot be valued by itself. The 
exchange value which it possesses is derived from its capac- 
ity to render services which can be sold at a profit and is 
inextricably interwoven with the like capacity of all the 
other fixed assets forming the plant and with the quality 
of the management. The value of a complete plant can be 
determined only by reference to the earnings of that plant, 
and is the discounted present worth of the net profits which 
that plant is capable (or thought to be capable) of produc- 
ing over the remainder of its life. This valuation is in- 
evitably based on the assumption of a certain managerial 
capacity and is thus a valuation of plant and management 
combined. 

The only fixed asset “values” which an appraiser can com- 
pute are scrap value and depreciated replacement value, both 
being valuations based on physical attributes and neither 
being any criterion of going-concern value. The appraiser 
can tell us with reasonable accuracy, for example, what it 
would cost to demolish Casa Loma (the white-elephant 
castle built by Sir Henry Pellatt), what the scrap materials 
would sell for, and hence the net scrap value of Casa Loma. 
This information may be of interest to a city council anxious 
to collect arrears of taxes but it affords no clue to the value 
of Casa Loma as a fixed asset. Or the appraiser can tell 
us what it would cost to build today a mansion identical 
in every respect with the existing structure. This infor- 
mation is of no use to anyone whatsoever for no one in his 
senses who contemplated building a dwelling house today 
would build on the outworn model of twenty years ago. 
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In other words technical improvements in the design of 
dwellings have been so great and so rapid in recent years 
that Casa Loma as a dwelling is hopelessly obsolescent both 
in lay-out and in size. The appraiser cannot in fact give 
any help in the valuation of Casa Loma. What then is its 
value and how is that value to be computed? 

The exchange value of Casa Loma as a dwelling house 
is demonstrably zero for no tenant can be found who will 
occupy it. But a structure of this kind can be operated 
in a variety of ways and at the present moment a Toronto 
Service club has taken a lease with the intention of operat- 
ing the castle as a museum and pleasure garden. If this 
use yields a net profit then we may say that Casa Loma 
under this management has a going-concern value equal to 
the present worth of this net profit for the number of years 
that the profit can be expected to continue. This is the 
only type of valuation that is of any interest or use to a 
prospective investor in any established project or enterprise, 
whether it be Casa Loma, a steel company or a peanut stand. 
And it is a valution which everyone can make for himself 
by reference to earnings statistics and in which the ap- 
praiser is not a particle of help. 

It would seem that the only legitimate uses of the ap- 
praisal of fixed assets are first to establish the amount of 
insurable interests, and second to put on a comparable basis 
a collection of fixed assets which have been acquired from 
two or more vendors whose book figures are not comparable 
(that is to say whose depreciation policies have differed). 
It is particularly to be noted in this second case that the 
validity of the appraisal figures is merely comparative. 
The figures have no absolute significance. Is it too much to 
hope that, in the next orgy of refinancing, prospective in- 
vestors will realize the futility of appraisals as a criterion 
of value? 

* * * 

Sincere good wishes are extended to the Saskatoon 
Chartered Accountants Students’ Association which was 
reorganized at the beginning of this year and has since 
held a number of successful meetings. 
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BRITISH COLUMBIA 

At a dinner meeting held at the Pacific Athletic Club 
on the 10th June the large gathering present was addressed 
by Major H. Brown of the Union Steamship Company. Major 
Brown delivered the best address heard at any recent meet- 
ing, speaking on the outlook for youth in Western Canada, 
and on the future of Vancouver as an empire and world 
metropolis. 


PROVINCE OF QUEBEC 

For the debate which was held on May 18 last it was 
decided to make a departure from the formal system and 
to present the arguments according to the cross-examining 
procedure of the Oregon system. As a result of this, the 
debating accountants presented a picture very like that of 
active politicians in caucus. 

No descriptive prose could quite convey to those not 
present the brilliant repartee or the speed with which the 
debate moved to its conclusion. Suffice it to say that it was 
finally decided in a most humane and humorous manner that 
Chartered Accountants should take an active part in politics. 
SASKATOON 

At the beginning of the year the Saskatoon Chartered 
Accoutants Students’ Association was reorganized. Several 
meetings have been held, at which problems and previous 
examination papers have been discussed. Lectures have 
been given by the following: 

Dean Neilson, F.C.A.—“Reserve and Reserve Funds” 

V. J. Ferguson, F.C.A.—“What is Income” 

W. Stempel, C.A. —‘“Municipal Accounting” 

It is the intention of the Association to carry on and have 
bi-monthly meetings. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are de- 
signed not as models for submission to the examiner but rather as 
such discussion and explanation of the problem as will make its study 
of benefit to the student. Discussion of solutions presented is cordially 


invited. 
PROBLEM I. 


THE SOCIETY OF CHARTERED ACCOUNTANTS OF 
THE PROVINCE OF QUEBEC 


INTERMEDIATE EXAMINATIONS 1937, ACCOUNTING 


Question 2. 

The two partnerships of Grey & Ross and Banks & King, carrying 
on business as wholesale traders agreed to consolidate and form one 
firm on March Ist, 1937. 

The balance sheet of Grey and Ross on February 28th was as 
follows:— 

Bank Bills and Notes Payable ..$10,000 
Bills and Notes Receivable 34,000 Accounts Payable. 
Accounts Receivable 30,000 Capital: Grey ....$60,000 
Merchandise 26,000 40,000 100,000 
Furniture and Fittings .. 6,000 
Buildings 20,000 

10,000 


$130,000 $130,000 


They shared profits and losses in the following ratio: — 
Grey 3/5; Ross 2/5. 
All concerned agreed to the following provisions and adjustments 
being made in the books of Grey and Ross:— 
Goodwill to be valued at $10,000 
Reserves to be raised— 
Reserve for Cash Discounts 
Reserve for Bad Debts 
Merchandise to be written down by 
Furniture and Fittings to be written down by .. 
Buildings to be written down by 
Land value to be increased by 
The assets and liabilities of Grey and Ross were then to be taken 
over by the new partnership. : 
The Balance Sheet of Banks and King on February 28th was as 
follows:— 
$10,000 Accounts Payable $12,000 
Bills and Notes Receivable. 24,000 Capital: Banks ....$50,000 
Accounts Receivable 0,000 10,000 60,000 
Merchandise 
Furniture and Fittings .... 
Goodwill 
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They shared profits in the following ratio: 
Banks 5/6; King 1/6. 

No adjustments were required in the values of the balance sheet of 
Banks & King. 

The new firm was to be known as Banks, Grey, Ross & King. 

All creditors agreed to their liabilities being transferred to the new 
firm. 

The consolidation was effected on March Ist, and according to 
agreement cash was paid in by the partners to bring about the follow- 
ing:— 

Banks paid in $30,000. 

Grey paid in sufficient to make his capital equal to % of Banks. 

Ross paid in sufficient to bring his to equal half of Banks. 

King paid in sufficient to bring his to equal half of Ross’s. 

After the consolidation they shared all profits and losses in the 
ratio of their capitals. 

(a) Give the journal entries to close off the books of Grey and Ross. 

(b) Write up any special account which is necessitated in the gen- 

eral ledger of Grey & Ross by their partnership being 
liquidated. 

(c) Give all of the journal and cash-book entries required to open 

the general ledger of the new firm. 
Note: You may use abbreviated titles in your journal entries, provided 
that their meaning is made clear. 


(a) SOLUTION 

EIN 6 ch Sanka ans asa ee een seoaeesecaes $ 15,200 
Reserve for Cash Discounts .........ccccccccee $ 800 
eI TE TR, ROUND © 5.45 ic'wo's Sie deters oee'es 1,400 
I eae ns Sia inidiae\eipals M.vis a wneew o-0:0: 6,000 
oe te UE cc i 2,000 
DEE Sc sense akan wicked ek SNe eos s base 5,000 

To record reductions in book value of assets as 

agreed. 

RE Cel Teale ab ieiwaks hk sew AOR Geka dee 2,000 

EN suk a tie Goan ksens eb adakbeneas dows 10,000 
SN ETDS Si ia:c's pba cww swe Sob daw belew sees 12,000 


To record increase in book value of Land, and to 
place Goodwill on the books at the agreed valu- 


ation. 
EME occ ok wane poebend ses ib od edusse beens sae 1,920 
EN oo os dros 46s u65 6:4. A Wis -0 0.415 6b bare ews 1,280 
SURI £55 Goss Saecscosnkengess 0 >a 3,200 


To transfer the net reduction in assets on revaluation 
to the Partners’ accounts in the ratio that profits 
and losses are shared. 


SELCINUDY 65S Gs bunsua~sssccec ance nwss ieee ine 129,000 
PE ee toe tant rao Gack goad aa ees sseee sas 4,000 
Bills and Notes Receivable ...............+0.. 34,000 
POD ROUNUEEIND: 5s 0c cvscwrcchecwsvicseccs 30,000 
RS re ssa D acs S Ge bade bua eee 6 obs o's 20,000 
PUNUTED IN WRURMINI 6 oiosc cs accasscccssoessas 4,000 
DP a shia bth nko csks cubabuwenne ses eee 15,000 
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Reese s bees Seer bce eeee ei neve er eaeee eee 

DEE Lc Cabens Gubcancboes aebienwe sw eeeeeews 

To transfer to Realisation A/c the assets to be taken 
over by the new firm. 


Ee EE I ND 6 6.k bis :6 a Sine ce venes deseccas 10,000 
I I ooo ob ka 50k oswe hu weweibe’ Se 20,000 
ROR Ve TOF CI THROU on ooo onc vce ccceccvcese 800 
DOE Te ee I. bab 5 Soak ose eee e er cede See dees 1,400 
POE RD ib cde cae ceicdvcreceesceaeas ee 


To transfer to Realisation A/c the reserves against 
assets, and the liabilities to be assumed by the new 
firm. 


Es Se I OS a ivi eisegae veces ce wsanes 96,800 
EE TEE cece sc uawe vaesnded ce hew se ses 

To credit Realisation A/c with the price of sale. 

I ie crises raves yciicwne sa veleaawevesineees 58,080 

UNE 5b Uo Ci sda bed aNdssauaeesiweseneeces 38,720 
eee; <EOy; TOWN TRG ook aca ccvcsscceces 


To record the settlement with the new firm, by the 
transfer of the adjusted capital of the partners. 


(b) 
REVALUATION ACCOUNT 
EO PO Te FR oobi koe sie kcceedevevecees $ 800 
SR UE MN SE cise ccecccane ss cacesets 1,400 
I ee ag icy sy ssid oe be be aes bowie 6,000 
re: GU WUT ono os ccc cccccecvasivces 2,000 
EE ip ois dasa he seers eh eee ws TER h eps 5,000 
ae, sae ieg bs sates tb Seabee rN Nae eae ee ks 
NG SG Ns oa lps ara dw alelee a ele cite wawinve eee es 
MN cats Cte a eee cee eee cae a wheres 
$15,200 
ey I ees a aa oe eee aoe bod adie Se sulnbs 3,200 
By Loss transferred to Capital A/cs: 
ND Ccwsiicd awa eed saad eeutebs Ss velrdwet é 
Pee eT eT ee eee 
$ 3,200 
REALISATION ACCOUNT 
To Sundry Assets: 
Rs ig ina ie ta et a i ald a's win e.8 ie s04 $ 4,000 
Bills and Notes Receivable ................ 34,000 
POE THOTT ONS 6.0 0.6.0.6.8 8:00 6008s ee ceeee 30,000 
IE 86 3.0.5.6 5 aire sas 6's 6b aio aS eeweoe 20,000 
WPS GRE FICUNGS oo 6c occ cca picacccs 4,000 
I ie sel we din ewes te aa welles woes 15,000 
EE nr er een ee eee Taree 12,000 
NINE, <5 wees ota aah alse wea eaaales wm ola ee 10,000 


12,000 
10,000 


32,200 


96,800 


96,800 


$ 2,000 
10,000 
3,200 


$ 15,200 


1,920 
1,280 


$ 3,200 
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By Sundry Liabilities and Reserves: 


Bs BM DIONE FAFRNO once cecceccccecss $ 10,000 
eens 20,000 
Reserve for Cash Discounts .............. 800 
Menerve for Had DSvis ......cccccsecceces 1,400 
ER AR. INS OE GREEN boos ce bs newcsstesese 96,800 


$129,000 $129,000 


(c) 


RG robs Ache seek ewe e ese eNe aoe eee $ 14,000 

BERN NE PICTON TROOBIVOTIG nnn ooo cc cicnwevdsvccsise 58,000 

Se RIND 5 i005 60 0 4.5 00 o'0'b's 000600 0 00'e oo 40,000 

IIS: A aac died cculb's 6 K's WAG aS vw oeis 0d obs 4 Ke 32,000 

ES EO 5s iin ocd cen én seewseuensacde 6,000 

SDC OL ou Gh ake l scae oe shed os ase ba ey uenah eens 15,000 

SE ar dato was we sels sic ae ab aad weaved eens 12,000 

EE a SG ete een da tan ss kab ides eo 6004 48es dase Oe 24,000 
ee ee I NING isi bbsbe cadeesussows $ 10,000 
Ny SIND 5 oan in wba sou ecbinse es 64 eg 0% 32,000 
OS ON IES no os woos a veecescevccce 800 
Ny IOs 56505 nce 0s.c ewiee v0e:e 1,400 
Sd sos a n'y 6-5 5 Wise W'sisin WARS a 0 550.8 50,000 
SC 56 5 Doe Skins doo vines ea oe se ses eae 58,080 
I et at sd ais 4w Siew a wid WA sae 38,720 
I es ate SE aie hb cals es 10,000 


To place the assets and liabilities taken over from 
Grey & Ross, and Banks & King, on the books, 
and to credit the partners with their capital in the 
new firm as per agreement. 


ee ee teh rcs 59 ah oo bnes ese seaees eos 43,200 
ea kd came ceua ben wnweee 30,000 
Econ st acice sinc kas Sad Wse%Gs 34055 1,920 
PE Cols recs Osha s ae seas a aobe se 1,280 
Ee cece ey wise ui wis paiena eh eats 10,000 


To record the receipt of additional capital, as per 
the agreement. 


PROBLEM II. 


THE SOCIETY OF CHARTERED ACCOUNTANTS OF 
THE PROVINCE OF QUEBEC 


FINAL EXAMINATIONS 1937, ACCOUNTING B. 


Question 3. 


Canadian Exporting Co. Ltd. has two foreign branches, one in 
London, England, and one in Paris, France, the books of which show 
the following trial balances on 31st December, 1936:— 


London Branch Paris Branch 
Dr. Cr. Dr. Cr. 
£ £ Frs. Frs. 
NSS Se eros. obese 5,000 200,000 
Accounts Receivable ............ 15,000 400,000 
SR SIDI ob ok ens cw-ocnesiees 80,000 1,500,000 
Reserves for Depreciation ....... 20,000 500,000 
GE eae Sch adnan iudeeans 75,000 1,500,000 








STUDENTS’ DEPARTMENT 


Merchandise—Inventory— 


RE DED ns 5 gaieicd ives ecwsn 7,500 300,000 
Purchases from H.O. ......... 50,000 1,250,000 
Pe tat oni s ious 6 s's.bs sone 4,000 120,000 
BENE RMN Sieve w, vid ones 4A 00 Sta 64,500 1,840,000 
Remittances to H.O. (in transit) 1,000 150,000 
Accounts Payable .......csce00. 3,000 80,000 








162,500 162,500 3,920,000 3,920,000 








Closing Inventories were—London ............... £2,500 

+ Ee ey a entree Frs.100,000 

NE Sao ois.ala widiare vere $40,000 

The Head Office trial balance was as follows:— 
Dr. Cr. 

CE Sy eet wt ath a nad dielad a ca eens Re eRe SS 7,000 
IEE 2.5.1. Gs. sid ow race odie tla wes eee Bee Sain 316,050 
ENE MINIT Sips oop 04-6 Ctue bis ews Cae dlw a de wialw eucewls 87,400 
ERVORGOT GER DOMME oo cock cccteccessenswess 50,000 
I a rat ova hale cies cusivesidasase wee cases aes 300,000 
RUNS TO TOO TPRO kook vik csc icwevesavieaes 245,000 
WN OE, SIRI oo. 5'o oink e. ois Fula Saleen eware 65,000 
EE Ng cdo Feu gn68 50 ba Shs eee eeee we 25,000 
ES Say eb akiche Casa ea eked SOR eee ews 5,000 
SEEN SIUM G5 Avs Sirs ove Sloe ues Sway a oN ee eRS 300,000 
SIN See tere on es HSE Sse ee ee Riokdedls 130,450 


765,450 $765,450 


Exchange rates at various times were as follows:— 


& Frs 
At time of purchase of Fixed Assets .............000005 4.92 .06 
I CN, boca ee eile oe 08 05.550 acd eiearensesaetks 4.73 -055 
I I aos oars Gulwik o's o-<'sl mele pwie sos bGiss abciens 4.88 .046 
pe Re ns ee ee 4.87 .045 
Oe EN 5 Fiske aie seep aesinessSs0e snes eee 4.95 05 
At time of incorporation of Canadian company ......... 4.52 .08 


Prepare a Consolidated Balance Sheet of the Head Office and the 
branches after providing for depreciation for the year at the rate of 
10% calculated on the cost of the fixed assets. 


SOLUTION 
The Branch Trial Balances should first be converted into Cana- 
dian currency, remembering the rules for conversion, viz. 

Current Assets & Liabilities—at the rate prevailing on the date 
of the Balance Sheet. 

Fixed Assets—at the rate prevailing at the date of their purchase. 
Reserves for Depreciation of Fixed Assets at the same rate. 

Opening Inventory—at the rate prevailing on the date of the 
previous Balance Sheet. 

Trading Items—at the average rate for the period. 


Where there are corresponding accounts on the Head Office books, 
the balance on the Head Office account should be used in the 
conversion table. 
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LONDON BRANCH CONVERSION: 


£ 

PR Ss Soe ata ease oe 5,000 
Accounts Receivable ..... 15,000 
oe er 80,000 
Reserve for Depreciation. . 
Pi caches shana seas ® 
Merchandise—Jan. 1 ..... 7,500 
Purchases—H. O. ........ 50,000 
ID Snap awe ede see 4,000 
Head Office Account ..... 
Remittance in Transit .. 1,000 
Accounts Payable ........ 

£162,500 


Difference on Exchange (Loss) 


PARIS BRANCH CONVERSION: 


Frs 

PE SCC AE wine es hace a hSxs 200,000 
Accounts Receivable ...... 400,000 
PEM NE Kddoksseensc 1,500,000 
Reserve for Depreciation. . 
Da ia wie seh Cab oan ke 
Merchandise—Jan. 1 ..... 300,000 
Purchases—H. O. ........ 1,250,000 
EL 6 Woaa wae d casas 120,000 
Head Office Account ..... 
Remittance in Transit ... 150,000 
Accounts Payable ........ 

3,920,000 


Difference on Exchange (Gain) 


64,500 H.O. 
3,000 4.88 
£162,500 


Frs Rate 

-046 

-046 

.06 

500,000 .06 

1,500,000 .05 

-055 

H.O. 

.05 

1,840,000 H.O. 

.046 

80,000 .046 
3,920,000 


$ $ 
24,400 
73,200 
393,600 
98,400 
371,250 
35,475 
245,000 
19,800 
316,050 
4,880 
14,640 


796,355 800,340 


3,985 


$800,340 $800,340 


$ $ 
9,200 
18,400 
90,000 
30,000 
75,000 
16,500 
65,000 
6,000 , 
87,400 
6,900 
3,680 


212,000 196,080 


15,920 


$212,000 $212,000 


A Consolidation Working Sheet (eliminating the inter Head Office 
and Branch balances) is given below the final Consolidated Balance 


Sheet which is as follows: 


CANADIAN EXPORTING CO., LTD. 
BALANcE SHEET AS AT 31ST DECEMBER, 1936. 
ASSETS 


Current: 
Cash: 


DE Luctvestsuy cde oeeues cas ewes eee Vs 


In Transit from Branches 


74 


ee 


$ 40,600 
11,780 





52,380 





NE te 


ae 


PO ERE BITE: 


ae aR ENTE 





STUDENTS’ DEPARTMENT 








BI TE 6 a5 5 6.0 5 iso EER RG oS 91,600 

EN Sua ca uuu ecko casa eewoseiennns 56,800 $200,780 
ee ORO eee eee ry Cr re ree 483,600 

Less: Reserve for Depreciation ................ 176,760 306,840 

$507,620 
LIABILITIES 
Current: 

ES TI 0 dics cd eaSs ace bes oo ose awe $ 43,320 
Reserve for Exchange Fluctuations ............... 11,935 
SE ER, axe Gia ne wa Nae cee rere eeme Rew awe’ 300,000 
Surplus: 

Ee A FOI sis oss ka ee eieGe ee esauews $130,450 


Add: Net Profit for Year to December 31, 1986 21,915 152,365 





$507,620 


Note: The profit on exchange might be taken into Surplus, but it is 
more conservative to carry it as a reserve against possible losses on 
exchange in subsequent periods. 
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